Google 



This is a digital copy of a book that was preserved for generations on library shelves before it was carefully scanned by Google as part of a project 

to make the world's books discoverable online. 

It has survived long enough for the copyright to expire and the book to enter the public domain. A public domain book is one that was never subject 

to copyright or whose legal copyright term has expired. Whether a book is in the public domain may vary country to country. Public domain books 

are our gateways to the past, representing a wealth of history, culture and knowledge that's often difficult to discover. 

Marks, notations and other maiginalia present in the original volume will appear in this file - a reminder of this book's long journey from the 

publisher to a library and finally to you. 

Usage guidelines 

Google is proud to partner with libraries to digitize public domain materials and make them widely accessible. Public domain books belong to the 
public and we are merely their custodians. Nevertheless, this work is expensive, so in order to keep providing tliis resource, we liave taken steps to 
prevent abuse by commercial parties, including placing technical restrictions on automated querying. 
We also ask that you: 

+ Make non-commercial use of the files We designed Google Book Search for use by individuals, and we request that you use these files for 
personal, non-commercial purposes. 

+ Refrain fivm automated querying Do not send automated queries of any sort to Google's system: If you are conducting research on machine 
translation, optical character recognition or other areas where access to a large amount of text is helpful, please contact us. We encourage the 
use of public domain materials for these purposes and may be able to help. 

+ Maintain attributionTht GoogXt "watermark" you see on each file is essential for in forming people about this project and helping them find 
additional materials through Google Book Search. Please do not remove it. 

+ Keep it legal Whatever your use, remember that you are responsible for ensuring that what you are doing is legal. Do not assume that just 
because we believe a book is in the public domain for users in the United States, that the work is also in the public domain for users in other 
countries. Whether a book is still in copyright varies from country to country, and we can't offer guidance on whether any specific use of 
any specific book is allowed. Please do not assume that a book's appearance in Google Book Search means it can be used in any manner 
anywhere in the world. Copyright infringement liabili^ can be quite severe. 

About Google Book Search 

Google's mission is to organize the world's information and to make it universally accessible and useful. Google Book Search helps readers 
discover the world's books while helping authors and publishers reach new audiences. You can search through the full text of this book on the web 

at |http: //books .google .com/I 




llrs.I.C.FtiTT*U 



/• 



\ 






, 



OUTLINE OF LECTURES 



UPON 



POLITICAL ECONOMY, 



PEEPARED FOR THE USE OF STUDENTS AT THE 

UNIVERSITY OF MICHIGAN AND 

CORNELL UNIYERSITY. 



By Henry Carter Adams, Ph. D. 



SECOND EDITION. 



ANN ARBOR, 1886. 



/ 7/' ^^ 

/ ^ J 6 






PRE66 OF 



^^ REGISTER PUBLISHING HOUSE, ^^ 



ANN ARBOR, MIOH. 









TABLE OF CONTENTS. 



PART I —Principles of Political Economy. 

Introduction 3 

Production 8 

Natural A4>encies 9 

Labor 11 

Capital 14 

Organization of Industries 17 

Exchange 22 

Theory of Exchange 22 

Money 26 

Bank and Banking 33 

Distribution 39 

Rent 40 

Interest 43 

:> ' Bern uneration to Labor 44 

• 

Q PART II —Unsettled Questions in Political Economy. 

Development of Economic Thought. 47 

Commercial Crises and Commercial Depression 55 

Protection or Free Trade? 58 

The Railroad Problem 62 

The Migration Question ^ 66 

Social amd Industrial Reforms 67 

Advice to Special Students 77 

List of Authorities.... 81 



HI} 



PART I. PRINCIPLES OF POLITICAL ECONOMY. 



INTRODUCTION. 

§ 1. Political Economy treats of industrial society. Its pur- 
pose as an analytic science is to explain the industrial actions 
of men. Its purpose as a constructive science is to discover a 
scientific and a rational basis for the formation and government 
of industrial society. 

This statement is given in place of a definition and leads to three sug- 
gestions. 

(1) Political economy being a science demands scientific treatment, 
yet it bears no strict analogy to a physical science. 

(2) The study of economics starts with the conception of organized 
society, but limits its investigations to one set of social functions, i. e. : 
business activity. 

(3) The object held in view by all students of economy is the well 
being of men so far as this is dependent on material prosperity. 

Read Cossa ch. I., and Marshall ch. I. 

§ 2. The industrial actions of men are satisfactorily ex- 
plained when shown to be in harmony with some ultimate truth 
which governs human conduct Such truths bring to view three 
classes of facts. 

(1) Facts of human nature. 

^he economist is thus obliged to understand the fundamental char- 
acter of man and to accept the laws of human nature as data for his 
reasoning. To discover these laws he must rely on direct observation, 
both of the workings ot his own mind and the conduct of his neighbors;, 
upon history; and upon statistics. -* 

Note.— The titles of books referred to will be found in the list of authorities. In case 
several books by the same author are used, the letters (a), (b), or (c), attached, will indi- 
cate which is intended. 
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(2) Facts of physical nature. 

Physical laws impose the conditions of successful industrial action 
and so direct the industrial choices of men; e.g.: agricultural migra- 
tions; crowding of manufacturing towns. The purpose of the study must 
set its proper limit. Ci. Cairnes (a) Lecture II. § 2. 

(3) Facts pertaining to the legal structure of society. 

Facts of this class are not, properly speaking, ultimate truths, but are 
so regarded for sake of convenience in reasoning. A consideration of 
them limits the study of an economist to definite periods, but renders his 
results more fruitful. For illustrating their importance, consider how 
the law of proprietorship in land directs industrial action. 

Two corollaries spring from the foregoing statements. 

(a) Every economic fact may be considered either as neces- 
sary or chosen. 

(b) Economic laws and doctrines may be subject to a devel- 
opment corresponding to the development of society to which 
they apply. 

§ 3. The mainspring of industrial activity is the desire which 
all men feel to satisfy their economic wants. Industrial society 
embraces such action as springs from the natural working of 
man's economic nature. An economic want may be defined as a 
desire combined with the intention of securing for it adequate 
satisfaction. These wants may be classified under two heads as 
follows: 

(1) Those imposed by the conditions of physical existence, 
— the necessities of life. 

(2) Those imposed by the conditions of civilized existence, 
— the comforts, conveniences or luxuries of life. 

Cf. Koscher, § 1. 

An analysis of these various wants discloses two facts respec- 
ting them worthy the name of economic laws. 

(a) There is no assignable limit to the possible development 
of economic wants, and therefore no assignable limit to the pos- 
sible extension of industrial society. 

Cf. Bentham's Works, Yol. I., p. 304. 

(b) The ruder wants are more persistent, and consequently 
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more potent as motives to labor, than those of later appearance 
in the development of civilization. 

The industrial force here disclosed is commonly called self-interest: it 
is not properly understood when defined as selfishness. Cf. Roscher, § 
11. There are other motives to labor. Men may be forced to work, as in 
case of slaves or public criminals. Philanthrophy, also, may lead to 
labor. 

§ 4. The force of self-interest is obstructed in its economic 
working by the desire for ease and present gratification; the 
actual labor undertaken being, in consequence, the resultant of 
these opposing tendencies. We are thus led to a fundamental 
law to which all labor conforms, namely: Of the various methods 
for securing a given satisfaction that deemed the least laborious 
will be chosen. 

This law is claimed as the fundamental postulate of economy. It may 
be accepted while yet denying that labor is necessarily bound up with 
paiD. 

§ 5. There are certain terms of constant use in economic dis- 
cussions which call for some consideration. 

(1) Value is that quality of an object which gives it exchange 
force. Exchangeability denotes the presence of value; the in- 
tensity of its power to command other things denotes the degree 
of value possessed by any commodity. 

Value is a necessary quality of an economic quantity; but its strength 
varies with the circumstances under which the desirableness of commo- 
dities are considered. It is necessary for commodities that possess value 
to conform to the following conditions: 

(a) They must be known as objects capable of satisfying some felt 
want. 

(b) Their attainment must be opposed by some barrier that may be 
overcome by labor. 

We do not enter here upon the philosophic discussions of value re- 
specting which there is great diversity of opinion. 

(2) In the broad sense of the term, wealth embraces all 
things capable of satisfying temporal wants, but in ordinary dis- 
cussion it is usually restricted to include only those things which 
possess value. 

This word is used in several ways and is most confusing to the stu- 
dent. It is commonly attached to the idea of possession of good things, 
in w^hich case it bears a different meaning for the individual and for the 
nation. Its different meanings appear when we try to find a measure 
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for it. Cf. Sidgwick ch. III. The sense in which it is used must be 
learned from the context. 

But it is a mistake whicli vitiates much economic thinking to 
restrict wealth to material things. We call a material thing 
wealth when it is capable of satisfying felt wants. This capa- 
bility usually results from the expenditure of labor in adding 
useful qualities to things. But a service which directly satis- 
fies a want, although not first crystallized in any material, should 
likewise be termed wealth. For convenience we call such ser- 
vices immaterial wealth. Without some distinction of this sort 
a large number of liaborers would be excluded from industrial 
society. 

To obviate the diflficulty here presented, many economists use only the 
word services. Economy then becomes the science which treats of mu- 
tual services in economic affairs. Much to be said for this claim. With 
respect to material wealth, Cf. Mill, B. I., ch. 111., §§ 3, 4, 5, also Eoscher, 
§ 3. Criticism upon Mill. Comparison of Say and A. Smith. Concern- 
ing immaterial wealth, Cf . Gamier, ch. II., § III. Perry, p. 119. Wayland- 
Chapin, p. 10. Carey (a) v. I., ch. YII. 

(3) Property is the right granted by law, of ownership in, 
and hence control over anything. 

" A legal right exists wltere the one course of action is enforced, and 
the other prohibited, by that organized society which is called the State." 
J. E. Holland, Elemei^ts of Jurisprudence, p. 62. Property is either cor- 
poreal or incorporeal. It is a lego-historic, not a necessary economic 
fact. 

(4) Eiches is a popular word which, used adjectively, indi- 
cates the degree of power one holds in society through posses- 
sions. 

Roscher, § 7. Desire for riches includes desire for wealth and for 
property. We discover here a new motive to industrial activity. The 
desire to be rich is a form of ambition. 

§ 6. From this point, in the present course of study, our at- 
tention will be mainly confined to a scientific analysis of indus- 
trial society. The functions performed in this society are usually 
classified under three ^distinct heads, according as they have to 
do with the production of those things capable of satisfying 
wants, the diflFusion or circulation of what is produced, and its 
distribution among the various parties engaged in production. 
This leads to the three following divisions in Political Economy: 
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Pboduction: — which undertakes to discover the laws and 
methods of producing wealth in modern induBtrial society. 

Exchanges: — ^which treats of the circulation of commodities 
in modern society. 

DiSTBiBUTiON: — ^which treats of the sharing of products 
among the various classes of producers. 

This study is purely objective. We must first discover what is, and 
notice the natural results which flow from industrial society as at pre- 
sent oriBranized, for then and then only can we expect to satisfy the de- 
mands of economy as a constructive science. 
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§ 7. Under the process of production we consider all forms 
of industrial activity addressed to the satisfaction of economic 
wants. This includes personal services as well as labor ex- 
pended on material things. But confining ,our attention to 
material products, the process of production includes three sorts 
of business. 

(1) Agriculture: Which appropriates useful material 

(2) Manufactures: Which adds useful qualities to material 
by changing its form. 

(3) Commerce: Which renders products more highly useful 
by bringing them to the person whose wants they are intended 
to satisfy. 

It is sometimes said that labor addressed to material things gives rise 
to three sorts of value: value of appropriation; value of form; value of 
place. Cf . New Englander, January 1877, article by Professor Clark. 

I.— THE FACTOES OF PEODUCTION. 

§ 8. A complete analysis of the productive process must 
inquire respecting the natural laws by which the factors and 
agencies of production are controlled, and the artificial regula- 
tions to which their use must conform. The factors of produc- 
tion are land, (including all natural agencies); labor; and capital. 
The law permits property in all these factors. Society is thrown 
into a treble classification, according as individuals own and 
derive a living from the exercise of one or the other of these 
productive agencies. But it is necessary to have a manager of 
industries to combine and control the productive factors, clear- 
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ness of analysis, therefore, requires that af ouj:liJkijliius^ial class 
be recognized, embracing those who perform this function. To 
this class is given the name of Undertakers. The industrial 
classes are, then as follows: Landlords, Laborers, Capitalists, 
and Undertakers; the remuneration arising to each being re- 
spectively, Rent, Wages, Interest, and Profit. 

Read Marshall, eh., II. The three necessary factors, and in conse- 
quence the first three classes, are recognized by all economists. Ch. II. 
Mill, B. I. Roscher, §§ 31, 38, 42. The fourth class is recognized in Ger- 
many, (Unternehmer), Roscher, § 195; von Mangoldt, § 33; in France, 
(Entrepreneur,) Garnier, p. 37. It is beginning to have recognition in 
this country, Walker (a) ch. XIV. Without this conception it is impos- 
^ sible to understand many things observed in industrial society. 

A. — Nature. 

§ 9. The Physiographic Features of a country determine, in 
great measure, the industries it may undertake. Those features 
here considered are such as are permanent, or with difficulty 
affected through human agences, and such as are common to all 
the inhabitants. With reference solely to the economics of pro- 
duction, they may be submitted in the following classification: — 

(1) Climate. 

(a) Man's necessities are thereby determined. 

(b) Climate affects both the inclination to labor and the capacity for 
labor. 

(c) It determines the kind of industries which may be successfully 
carried on, and, in part, the amount of capital which may be profitably 
applied to land. 

(2) The configuration of the land with respect to water and 
mountains. 

The seacoast, which a country presents, determines, to a great extent, 
the possibility of its success as a commercial nation. Compare Europe 
and Africa. The situation of a country with regard to trade winds and 
sea currents is of less importance now than when modern commerce 
arose. The mountains of a country determine its flow of water and 
amount of rain. 

(3) Character of the soil. 

Very many industrial conditions are determined by the character of 
the soil, besides those directly connected with agriculture, as, popula- 
tion, tendency to crowd the cities, forms of manufacture, extent of divis- 
ion of labor, and others. Cf. Roscher, §§ 31-38. 
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§ 10. Since all industry is directly or indirectly connected 
with land, the use which is made of it and the natural law which 
controls its productivity are facts of great importance to the 
economist. 

(1) Land may be used in four different ways. 

(a) Savage peoples use land as a storehouse of gratuitous wealth. 
They live from such things as nature, unaided by labor, provides in sea- 
son; as berries, products of the forest, game, fish, and the like. Under 
such circumstances, there is no special law of population, but men are 
subject to the general law which controls the propagation of animal 
species. 

(b) Land may be used for highways of commerce and travel. 

(c) It may be employed as furnishing standing place for buildings. 

(d) It may be considered as the source from which wealth is secured 
through labor. That is to say, by labor the forces of nature may be so 
directed that they will furnish those things which men want rather than 
things of no use. This fact calls for a special law of population for civil- 
ized men. 

(2) The law which controls the productivity of land when 
brought under cultivation; is the most fundamental law in Politi- 
cal Economy. It is called the law of diminishing returns and 
is as follows: Every increase of production from land is ob- 
tained by more than a proportional increase in the application 
of labor and capital to land. But to properly understand this 
law we must consider quality as well as quantity of labor. The 
law may be proved experimentally. There are certain observed 
facts, also, as agricultural migration, that can only be explained 
upon assumption of its truth. It does not work its full results 
until the original vigor of soil is exhausted. 

Bead Marshall, ch. IV. Cf. Walker (a) ch. V. Mill, B. I., ch. XII. 
George, p. 126 and following. Rickards, p. 135 and following. These last 
two deny the law. Mr. Rickards' position stated and refuted by Cairnes. 
(a) Lecture VIII., § 5. 

§ 11. The natural agents, which by being subjected to the 
guidance of mind increase the effectiveness of labor, are also to 
be included under the natural factors of production. 

Cf. Wayland-Chapin, ch. V. E. P. Smith, p. 74. IS'atural agents of 
this class are such as either create momentum or present means for 
directing and applying it. The former are either animate, as domestic 
animals, or inanimate, as wind, water, the explosive and expansive gases. 
The latter include mechanical principles, being the basis of all tools and 
machinery. If we compare the work done in a given time with the 
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energy expendtjd, we shall find the principle underlying the law of dimin- 
ishing returns to apply in case of all mechanical contrivances for using 
the forces of nature. 

B. — Labor. 

§ 12. Labor is human activity put forth for the purpose of 

securing the means to satisfy economic wants. It embraces all 

forms of industrial activity. Since no class of industrial agents 

can claim the exclusive right to be called laborers, all useful 

labor must be regarded as productive. 

Upon the question of productive and unproductive labor, economists 
differ; but the views of each school are in harmony with its views of 
the nature of wealth. Cf. Mill, B. I., ch. II. Roscher, §§ 38-42. Gamier, 
ch. III. 

The only labor that is really unproductive is that which fails to attain 
its purpose. 

Labor of an inventor who fails of success. 

Labor which produces an absolute excess of good things, above the 
wants of societv. 
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Labor is either mental or physical; the tendency being, as 
methods of production become more perfect, for the former to 

1 predominate over the latter. " Labor, in the physical world, is 
always and solely employed in putting objects in motion." — Mill. 

§ 13. The strength of the inducement leading to labor varies 
with the degree of hope which men entertain of enjoying the 
fruits of their work. We are dealing here with tlie theory of 
motivization of human conduct. There are three distinct 
methods by which inducements to labor may be presented, thus 
giving rise to three distinct systems of labor organization. 
These are: the Slavery system, the Wages system, and the Co- 
operative system. Though not worthy the name of a distinct 
system, clearness of analysis requires that we notice as a system 
^^the custom of paying for work by the piece. 

Where fear is the inducement to exertion on the part of laborers, no . 
marked economic progress may be expected. Mill, B. II., ch. V. Slavery 
is only justifiable where law cannot protect labor. Illustrited from 
laws of Moses; from old Irish laws. Industrial society, based upon 
wages, presents a higher st:ige of development than slavery, but a con- 
dition of society in which strikes occur, is condemned by Economy for 
the same reason that it condemns slavery. Payment by the piece was 
intended to present greater inducement to industry than payment by 
wages, but, where practiced, it has effected little. The society in which 
all producers share in profit, is that in which incentive to labor may exert 
its maximum strength. 
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The criticisms here suggested may be the most clearly presented by 
means of the following diagram: 



Organization. 


status of Work- 
man. 


Extentof the Work- 
man's Interest in 
his Work. 


Criticism of the 
System. 


Slavery System 


no rights, 

no property in 

product, 
pay determined 

by animal 

wants. 


no interest 
in quantity, 
in quality, 
or in care of 
material. 

• 


no industry of 
a hi^h grade 
possible. 




Wages System 


has political 

rights, 
no property in 

product, 
1 pay determined 

before work 

is done. 


no direct inter- 
est 
in quantity, 
in quality, 
or in care of 
material. 


high technical 
skill may be 
acquired, 

no guarantee of 




continuous or 
contented in- 
dustry. 


Payment by Piece 


has political 

rights, 
no property in 

product, ' 
pay determined 

after work is 

done. 


has interest in 
quantity, 

but no interest 
in quality, 
or in care of 
material. 


general results 
no better than 
those of wages 
system. 


1 

Co-operative System... 


has political 

rights, 
has property in 

product, 
pay determined 

after work is 

done. 


has direct inter- 
est 
in quantity, 
in quality, 
and in care of 
material. 


Theoretically 
the best sys- 
tem. 
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The co-operative principle is the one to which the wages system must 
give way; but what particular form industrial organization will take no 
one can say. Read Marshall, B. III., ch. IX. 

§ 14 Other things being equal, that country which has the 
best governmant permits the inducements to industrial action 

the fullest play. 

Time is an essential element in high grade of industries'. Men there- 

ifore demand security against violence and fraud; and security against 
arbitrary invasion of established rights. But from this we cannot con- 
clude that a law once established must always remain. 

§ 15. The effectiveness of labor depends upon nationality, 
sex, birth and death rate, and education. 
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Cf. Walker, (a) ch. III.; also, Brassey, " Work and Wages.** 

(1) Nationality determines to a great degree the strength and power 
of endurance of laborers; their adaptiveness to certain lines of industry; 
national habits have an influence upon a country*s economic condition, 
as, religious habits, determining days of rest and holidays, habits of tem- 
perance or intemperance. — Roscher, § 40. 

0[^ (2) A country always loses in industrial power, whose women under- 

jrgo difficult physical exertion. Example of South German peasants. 

That country may be the strongest industrially, which includes the 

greatest number of men. Birth rate of sexes in various countries. A 

/ country gains by passing the light employments to women, leaving the 

V|^iQore difficult, either mental or physical, for men. 

(3) The birth and death rate determines the proportion of population 
of the productive age. 

(4) Education, general as well as technical, increases a country's pro- 
ductive power. Cf. Fawcett, p. 49. Skill the most important fact in de- 
termining productiveness of labor. 

§ 16. Labor is rendered more effective through systemization 
of its operations. The principle here brought to view is the 
principle of division of labor. It is found that the total prod- 
uct of a given number of workmen, when their labor is system- 
atized, is greater than the sum of the product of the same men 
when working independently. 

Read Marshall, ch. VIII. The elaboration of this principle is the 
characteristic feature of Adam Smith's great book. Cf. B. I., ch*s I., II.; 
also, Mill, B. I., ch. VIII. Wayland-Chapin, ch. VI. 

(1) The numerous benefits which accrue to society from an 
application of the principle of division of labor, may be classi- 
fied as follows: 

(a) The general benefits which spring from organization as 
such. 

(b) Those benefits secured by reason of the fact that pecu- 
liar facilities for advantageous production may thus be made 
general. 

We are here brought to consider the varying climates and soils; the 
uneven distribution of mineral deposits; the different aptitudes for pro- 
duction, and the like. Some economists suggest a distinct principle for 
benefits which arise when peoples so situated have commercial dealings, 
calling it " combination of labor.*' We consider here, also, the advan- 
tages which spring from giving to every man the work for which he is 
best fitted by nature. 

(c) A third class of benefits arise independently of varying 
facilities of production. 
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Most men can succeed about equally well in any trade, but with such 
men, also, it is advantageous for work to be carefully assigned. 

Greater skill is acquired. 
Period of apprenticeship is shortened. 
No time is lost in changing work. 
Services may be specialized. 

(2) But there is a limit to which it is possible, under given 
circumstances, to carry the application of the principle of divis- 
ion of labor. Its application depends: 

(a) Upon the nature of the industry undertaken. 

(b) Upon the amount of capital applied, or the size of the 
industry considered. 

(c) Upon the extent of the market; which, in its turn, is de- 
termined by density of population, means of transportation, 
and wealth of the purchasing classes. 

Wayland-Chapin, ch. YII. Mill, B. I., ch. YIII., § 6. 

(3) There are evils as well as benefits attendant upon the 
application of the principle of division of labor. The natural 
tendency of its workings is : 

(a) To impair the health and vigor of the workmen. 

(b) To contract and enfeeble their intellects. 

(c) To render them entirely dependent upon the employer. 

(d) To multiply unduly the intermediaries, or middlemen. 

C. — Capital. 

§ 17. Capital may be regarded from the standpoint of an in- 
dividual as proprietor, or it may be considered apart from indi- 
vidual ownership as a factor in production. According to the 
former view that is called capital from which men expect to 
derive an income. It is thus a fact of law and has to do 
with the distribution of what is produced. We need not encum- 
ber our present study of production as an industrial process 
with this use of the word capital. 

It is impossible to define capital, considered as a productive 
agency, according to the various forms which it assumes; our 
study will result more satisfactorily if we describe the service 
and function which it performs. Its service is to render labor 
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ore effective by pftrnr^^'ffing mAn fn ftfinpff extended methods of 
production; its industrial function, therefore, is to overcome the 
adverse element of t inae_ in industries. 

Read Marshall, Preface and eh. III.; also Jevons (a) pp. 212-225. The 
history of the growth of capital includes the history of industrial civili- 
zation. Its relation to divisions of labor. Onl y wha n we cnnsidar-iianj, 
t.a1 si^ a n individual possession can we draw a distinct ]j^q hatwaon ^qpf- 
wealin. uerman ciassincations of capital are confusing. Cf. 
)erg, pp. r/6-180. 

§ 18. If we take into consideration the mobility of capital it 
will be observed to fall into two distinct funds. 

(1) Capital that may with equal ease be applied to any in- 
dustry. Such capital exists in the form of subsistence fund and 
is termed free capital. 

This term, subsistence fund, must be broadly interpreted. It includes 
all things of which laborers must be assured before their energy may be 
diverted to undertake new employments. The character of this fund 
changes with every change in the grade of civilization. 

(2) Capital which once existed in the free fund, but which 
has assumed a fixed form, i. e. : has been invested. 

Capital cannot be invested except some portion of the subsistence 
fund be made to disappear. Buying of a mortgage no investment; nor 
of land; but the breaking of land or the building of a railroad are cases 
of investment. In vestmerits of capital commonly called " fixed capital.*' 

§ 19. The nature of capital may be more clearly perceived 
if we notice the following propositions respecting its workings. 

A. The productivity of a past investment of capital is de- 
pendent upon the continuous application of free capi\tal to the 
same industrial purpose. 

Thus a definite part of the free fund is devoted to the maintenance of 
current industries. New investments, i. e.: industrial advancement, can 
only be made from the excess of the free fund over the amount thus em- 
ployed. This excess is the national profit. The existence of capital 
wholly free proves the existence of free labor that may be employed AT 
with it. 

B. The industries of a country are at any time limited by the 
amount of capital which it controls. 

Industry is a complex conception. It is measured by the number of 
laborers employed multiplied into the grade of their efficiency. It is 
readily seen that the amount of capital limits the number of laborers 
that can be employed; but in the same way the grade of labor (which 
is measured by the time intervening between the beginning and tne end 
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of an industrial process) is dependent upon the size of the subsistence 
fund. Cf. Mill, B. I., eh. V., I. Opposed to this view, see George, p. 72. 
It is not claimed that industries always reach the limit set by capital. 
Under the present form of proprietorship in capital, industrial activity 
may be arrested even in the presence of large amounts of capital. 

An important corollary follows from this proposition. The 
ojofttion of ^-aew industry in a country is not necessarily advan- 
fageous. It may have the effect only of transferring capital from 
one industry to another. 

Example of beet sugar in Germany; of the supplanting of the ship- 
ping interest by the manufacturing interest in this country, between 
1808 and 1816. 

0. All capital must be consumed. It is "kept in existence 
from age to age not by preservation, but by perpetual reproduc- 
tion." — Mill 

Mill, B. I., ch. v., §§ 5, 6, 7. If this proposition be true, it is an error 
to class as capital such things as strength, skill, intelligence, land, bonds, 
and mortgages. 

D. For equal values, a destruction of free capital is more dis- 
astrous than a destruction of investments. 

§ 20. It is not difficult to understand the growth of na- 
tional capital that comes with an increase in numbers when the 
new laborers can devote their energy to the cultivation of new 
lands. But the growth of capital with stationary population is 
a little more intricate. We may the best consider this question 
by asking what is the evidence, the measure, and the process of 
an increase in national capital. 

1. The evidence is found in the tendency for investments of 
capital to overbalance free capital. 

2. The measure is the saving of labor enabled by improved 
methods of production. Such a computation must assume some 
arbitrary starting point. 

3. The process consists in such an application of the fund of 
capital wholly free at anytime existing (and the freed labor 
which of necessity accompanies it) that the grade of industry 
will be yet farther advanced. 

4 The law of capital-building, then, is as follows: The rate 
at which capital at any time increases depends upon the genius 
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of the people for saving labor through the better organization of 
industries, and upon the motives presented for exercising such 
genius. 

Accumulation of personal fortunes does not necessarily indicate that ^ 
capital is growing. Nor is personal abstinence adequate to the building 
of a fund of national capital. Nor does healthy consumption of wealth 
obstruct capital-building; but consumption of luxuries will. The his- 
J^ory of the growth of capital is the history of material civilization. Cap- 
ital is a social rather than a personal product. This view is not fully 
in harmony with accepted opinions. Read, Marshall, ch. VI., Cf. Mill B 
I., ch. Y., § 4. Roscher, § 45. 

IL— ORGANIZATION OF INDUSTRIES. 



§ 21. Only the most primitive processes of production can 
be carried on without definite organization of the producing 
factors. It is possible to recognize three sharply defined condi- 
tions in the development of industrial society, according as land, 
labor, or capital has played the most prominent part in the pro- 
cess of production. 

When peoples lived by hunting, fishing, or herding, nature 
was recognized as the bounteous source of all wealth. When, 
on account of the increase of population, it became necessary 
for men to attach themselves to the soil, labor came to be of 
greater relative importance. Capital, in its turn, is recognized 
as the most important of the three factors in all manufacturing 
or commercial civilizations. This is the stage of development 
at which the Western world has now arrived. Land and labor 

I are not less important than formerly, but the effectiveness of 
capital is proportionately greater. Industries^ are, in conse- 
quence, more complicated; the various parts of society are more 
dependent upon each other, hence the question of Organization 
of Industries addresses itself strongly to the attention of the 
student of industrial society. 

Under this heading we shall consider those artificial regula- 
tions, both legal and technical, to which men must conform 
when they undertake an industrial enterprise. 

Read, Marshall, B. I., ch. YII. 

§ 22. The legal ideas which control action in industrial so- 
2 



18 Principles of Political Economy. 

ciety find their origin in the political organization of states. In 
our own country, as well as in most Christian countries, the po- 
litical organization realizes, with various degrees of complete- 
ness, the constitutional idea. The purpose of constitutionalism 
is to ensure personal independence, to grant equality before the 
law, and to provide liberty of choice and of action to all men. 
(1) Law respecting persons. 

(a) The law grants to each individual, property in himself 
and hence control over his own actions. 

In this, modern society differs from the old Saxon or the Feudal so- 
ciety, as also from a state of serfdom or slavery. The only exception to 
this right is found in the exercise of the superior right of the State; e. g.,. 
military service; jury service; road taxes. 

(b) The law recognizes all citizens as equal before it. The 
same law is for all, from which it follows that every profession 
or industry is open to each citizen. 

No classes based on law. No monopoly based on law, except by, or in 
interest of the State. French tobacco monopoly; post office; European 
management of express and railroads. 

(c) A curtailment of the right of choosing one's home ia 
recognized as in conflict with the philosophy of personal free- 
dom. From this spring three rights: that of changing one's 
abode within a country; that of emigration; and that of immi- 
gration. Modern society, then, presents no legal impediment to 
the circulation of labor. 

In but few countries are these rights found upon the statute books. 
In some they are curtailed by Legislative Acts. The Russian Emanci- 
pation Act provided against the rise of a wandering class. Tramp Acts 
of the various States. The presence of wild land in new countries in- 
vites immigration. 

(d) The law of marriage, as affecting the rate of increase in 
population, especially in certain classes of population, is one of 
the most important of the legal conditionings of industrial soci- 
ety, but is too varied to admit of generalization. 

(2) Law respecting property. 

(a) Land may be held as private property. 

This is a right developed within comparatively recent date. Com- 
munal tenure; Feudal tenure: condition of the landlord in the 15th cen- 
tury. Land is now held subject to the right of eminent domain. Read 
Marshall, B. I., ch. IX. 
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(b) Capital may be held as private property. 

/ We cannot say that a time ever existed when this right was not recog- 
I nized, but established rules and customs have quite commonly con- 
^troUed the use of capital, as in case of guild regulations. The com- 
" petitive use of capital became general in the 16th century. 

(c) The right of contract is universally recognized, and the 
State provides for the enforcement of contracts not prejudicial to 
its own interests. 

§ 23. The foregoing analysis has shown that modern indus- 
trial society is built upon four legal facts: private property in 
land, in labor, in capital, and equal right of contract for all per 
sons alike. 

It has taken centuries for these legal rights to attain their 
present conditions. The history of their growth portrays the 
development of individualism and the decay of communalism. 
The peculiar industrial advantage claimed for this form of 
organization is that it offers the highest possible inducement 
for continuous and intense labor. This follows because: 

(1) No limit is placed by law to the extension of those in- 
dustries open to private enterprise. 

Government may create a monopoly in certain lines of business, as in 
the transmission of letters, but no limit has yet been set to personal j^ 
accumulation. (N 

(2) The system presents the legal possibility for rising from 
a low to a high industrial position. 

It would be an error to suppose that the present legal organization of 
industries meets with universal approbation. 

§ 24 With regard to the technical organization of indus- 
tries, a business may be undertaken: 

(1) By one person who assumes full responsibility for the 
control of all business operations. 

The business stands before the law in the person of its proprietor. 
Obligations incurred are binding to the full extent of property. The 
expansion of a business of this sort is limited by the capacity of him who 
undertakes it, by the risk he cares to run, and by the capital he can con- 
trol. 

(2) By two or more persons entering into a partnership. 
With regard to liability, partnership may be either full or 
limited. 
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Full partnership stands in the same relation to law as a private per- 
son, except that obligations, to be binding upon the firm, must be incur- 
red in the legitimate business of the firm. 

Limited partnerships are those where certain of the partners are re- 
sponsible for obligations incurred, only to the extent of their invest- 
ments, although returns come to them in the form of profit rather thaa 
interest upon money loaned. 

There is not a great deal of difference between the industrial effects of 
a business operated as a partnership and one conducted as a private con- 
cern by an individual. Responsibility is divided, greater risks may be 
undertaken, command over capital may be increased. 

(3) By a specified number of persons establishing a cor- 
poration. 

Corporations are bodies created by law recognized as legal personages 
independently of the individuals incorporated. Liability for corporate 
debts extends to the property of the persons incorporated only to the 
amount of investment. Exception to this rule. Capital, secured by a 
sale of stock, is practically unlimited. The management of a corpora- 
tion resides with a board of directors selected by the stockholders. Cor- 

' \porations are observed to be growing at the expense of small concerns. 

/How far this is traceable to the relative advantages of the two forms of 
organization, may be learned from the following comparison. 

Facts Concerning Organization of Business. 



PRIVATE basis. 

Entire profit is the property of 
the Undertdker. 

2. Individual control is complete. 

3. Responsibility is personal. 

4. Self-interest is at its Maxi- 
mum. 

5. Legal responsibility is unlim- 
ited. 

6. Control over capital is limited. 

7. Competition active, monopoly 
prices impossible. 

8. Moral element at its maxi- 
mum. 



CORPORATE basis. 

1. Superintendent is at a salary, 
and interested in profit only as 
he is a stockholder. 

2. Control is divided. 

3. Responsibility is divided. 

4. Self interest is divided. 

5. Legal responsibility is limited. 

6. Control over capital is unlim- 
ited. 

7. Competition passive, monopoly 
prices possible. 

8. Moral element at its mini- 
mum. 



From this it appears that the first five points are advantageous to 
small concerns, the last four to corporations. The most important point 
is control over capital, and the decision as to whether a given business 
will be undertaken upon the private or corporate basis, depends upon 
the amount of capital which may be successfully employed in it. 

§ 25. There is another principle which may control the 
organization of industries, leading to what is terned co-opera- 
tion. The purpose of co-operation is to do away with the per- 
sonal undertaker, and to give the laborers an interest in profits. 
Considered solely fi'om the standpoint of production, co-opera- 
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tion may with difficulty be defended; only when the question of | 
distribution is recognized as of importance, are arguments for' 
its support forthcoming. 

Co-operative industries may be established either as partnerships or 
corporations. 

With regard to organization, co-operation is of two kinds: — 

(a) Private or contract co-operation. 

(b) Public or coercive co-operation. 

If this form of industry is to play any prominent part in the society 
of the future, it appears appropriate that private co-operation should 
embrace all those classes of business in which personal oversight out- 
weighs capital; while public co-operation undertakes those industries 
in which there is an observed tendency to an undue centralization of 
money power. 

Cf. Fawcett (a) ch. X. Cairnes (b) pp. 287-294. Holyoake, " History 
of Co-operation^* 2 vols. Walker (a) ch. XV. 



EXCHANGE. 



§ 26. It is the ultimate destiny of all things which are pro- 
duced to be consumed, and under exchange of commodities, 
one studies the transfer of goods from the hands of the pro- 
ducer to the consumer. This is as important a step in the satis- 
faction of desires as the production of wealth. There are two 
separate problems embraced in this part of Political Economy; 
the one having reference to transfer of property in goods, the 
other to the transfer of the goods themselves. The former we 
consider under the head of Exchanges; the latter is termed 
Transportation. Under Exchanges, as usually treated, is found 
a study of the Theory of Exchange, and of the laws of Price; 
also a consideration of the instruments of Exchange: Money 
and Banking. 

Exchange may be effected by three possible methods: (I) By Barter, 
when full surrender of a commodity is given in return for a commodity 
desirable in itself, the exchange being completed in the single process. 
(2) By Money exchange, where full surrender ot a commodity is given 
for another desirable only on account of the fact, that he who holds it 
possesses the power to command whatever he desires. The exchange, 
here, is only completed by a double process. (3) By credit exchange, 
when full surrender of a commodity is given in return for a promise. 
The complete exchange here is postponed. 

I.— THEOEY OF EXCHANGE. 

Under theory of Exchange, there are two questions which 
claim attention. The first calls for an explanation of the fact 
that the process of exchange, though appropriating no material 
nor shaping that appropriated, is a productive process; the sec- 
ond leads to a study of the causes of varying value. 
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§ 27. The productive character of exchanges may be shown 
from the following considerations: 

(1) It is only through the mechanism of established ex- 
changes that the advantages of the systemization of labor can 
be fully realized; there is, therefore, no propriety in denying to 
labor so engaged the quality of productiveness. 

Cf. Thompson, ch. X. It is a mark of an incomplete economic theory 
to deny that any useful labor is productive. Conflicting views of the 
Mercantilists and Physiocrats, 

(2 ) Commodities which are useless because far removed from 
those who might consume them, become useful through trans- 
portation. 

(3) Commodities which are useless because existing in excess 
of the wants of those who possess them, become useful through 
exchange. 

§ 28. But the more difficult problem is the one which seeks 
to understand why commodities exchange for each other in given 
ratios. The essential conditions for the existence of value have 
been presented, (§5), but fluctuations in market quotations still 
claim attention. This is termed the doctrine of comparative 
value. It calls for an explanation of the relative estimate in 
which commodities are held when thrown upon the market. 

The first step in explaining the relative estimate of two or 
more commodities, is to learn in what manner an individual 
comes to an estimate in case of a single commodity; and to this 
end it is necessary to notice the "theory of utility" as pre- 
sented by Professor Jevons. This theory embraces two some- 
what unusual conceptions: 

(1) Utility is conceived as an attendant quality of commodi- 
ties; yet different from usefulness, which has to do with intrinsic 
properties; and from value, which is an essential economic qual- 
ity. To quote from Senior: " Utility denotes no intrinsic quality 
of the things which we call useful; it merely expresses their 
relations to the pains and pleasures of mankind." 

(2) Economic quantities should not be conceived as simple 
quantities, i. e., as economically homogeneous, — but they should 
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be regarded as quantities made up of successive increments. 
This distinction leads to the law of varying utility, which is : 
That, as the quantity of any commodity decreases, the intensity 
of the utility of any part of that which remains increases, until 
at last the commodity becomes indispensable, that is, the utility 
becomes infinite. 

Bead Marshall, B. II., eh. I. ; also, Jevons, (a), pp. 44-59. 

The second step in explaining value is to generalize this the- 
ory of utility, and apply it to commodities offered for sale. 
There is always at any time a pretty well defined demand for a 
given commodity. If now we compare its visible supply with 
this demand, we shall discover the final degree of utility which 
it bears, viz., the utility of the last increment, which is always 
the portion about to be sold. In the same manner the utility of 
all commodities is unconsciously estimated, and in this manner 
a basis is secured for determining the ratio of exchange between 
them. 

The law of value, then, is this: Commodities placed upon a 
market for sale will tend to exchange in a ratio inversely to their 
degrees of final utility. 

In reality, then, value denotes a ratio of exchange. No question in 
economics has given rise to greater controversy, as may be seen by re- 
ferring to the following authorities: 

Mill, B, III., eh. I. Price, ch. II. Garnier, ch. I., § III. Jevons, (aX 
Introduction. Cairnes, (b), ch. I. Roscher, § 4. Carey, Vol. I., ch. VI. 
Macleod, B. II., sec. I. 

§ 29. Three practical conclusions of great, importance spring 
from the foregoing discussion upon the nature of value: 

(1) There is no such thing as a general rise in value. 

There may be a general rise in values, by which is meant that the 
money prices of all things has gone up. Many errors spring from fail- 
ure to keep this distinction in mind. 

(2) Legislatures cannot determine the ratio at which com- 
modities shall exchange except by enactments which affect sup- 
ply or demand; but they may, in attempting to do so, block 
exchanges and destroy production. 

We of course assume that property is not confiscated. Yet there have 
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been many attempts to fix prices. Such attempts were partially success- 
ful so long as industries were local and under the control of guilds. 

(3) "Labor once spent has no influence on the future value 
of any article." As utility is the basis of value, so utility is 
the measure of value. 

Yet labor is in many cases the most important factor in determining 

^ value. ** Labor affects supply, and supply affects the degree of utility, 
which governs value." Bead Jevons, pp. 157-161. 
§ 30. Prices are the expressions of yalue in money, and our 
further study of the theory of exchange leads to a consideration 
of the manner in which they are determined. It is usual to 
distinguish between market price and normal price. The first 
holds in view the daily quotations of goods already produced 
and thrown upon the market; under normal price we consider 
at what price it will pay to produce a fresh supply. 




There is a constant tendency, through variation in the market supply, 
for market price to coincide with normal price. It is through the law 
of supply and demand that the fundamental laws of price are enabled 
to work. All economists recognize quantity as one element in determin- 
ing price. Cf. Adam Smith, B. I., ch. VII. His statement, which shows 
a clear analysis of the process of production for profit, presents two 
^truths: (1) That Demand must be considered the causal factor in all 
Y' industries. (2) That for Demand to effect anything, it must be expressed 
^-by him who has property in purchasing power. For important contri- 
butions to this discussion, see Mill, B. III., ch. II. The views expressed 
are criticized by Thornton, B. II., ch. I. For a more careful presentation 
of Mill's doctrine, see Sidgwick, B. Ill, ch. II.; also. Cairn es, (c), ch. II. 

There is no universal law of price, but special laws may be 
formulated according to the conditions under which goods are 
produced for sale. The cases thus brought to our notice are 
three: 

(1) Goods produced in unlimited quantities at uniform cost. 
Manufactured goods may be regarded as typical. The law of 
price is, that price will tend to the cost of production. 

This law is proven by assuming the contrary to be true; from which 
it appears that there can be no permanent variation between cost and 
price when no impediment obstructs production. The ordinary analysis 
of cost of production is adequate to this proof. Cf. Mill, B. III., ch*8 
III. and IV. 

(2) Goods produced in unlimited quantities, but at a cost 
constantly increasing with each increment of product Agri- 
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cultural goods may be regarded as typical. The law of price 
is, that price will tend to the cost of production under the most 
unfavorable circumstances. 

Form of proof the same as above. These laws assume for their per- 
fect working that both capital and labor should be quickly transferred 
from one industry to another. Limits to the power of such transfer; 
manner in which such transfer is accomplished. 

They assume also that goods will not be produced under the form of 
monopolies, but that competition will control all matters of production 
and sale. This assumption is not in reality met. There are three sorts 
of monopolies in modern society: 

^*C a. Natural monopolies, where the production of goods is either im- 
/ possible, or only possible at excessive cost, except by those who have 
li property in the limited producing agent. 

b. Capital monopolies, where, through priority of establishment and 
amount of capital required for the plant, the establishment of compet- 
ing enterprises is precluded, although excessive profit is promised. 

c. Legal monopolies, where law has prohibited competition. 

There is no guarantee, except in case of legal monopolies that cost 
plus average profit upon capital invested, will be the price charged for 
service rendered. 

(3) There must, then, be a special law of price for goods 
produced under the form of monopoly. The law is, that price 
tends to settle at such a figure as will ensure the greatest net 
profit on capital at any time invested. 

This law needs no proof if properly understood. It works through 
the purpose of men to make the most money possible. A high rate of 
profit, by curtailing sales, will cut off the hghest net profit possible; a 
low rate of profit, while increasing the amount of gross proceeds, de- 
creases the net profit. The purpose is to secure the largest demand pos- 
sible at the highest price possible, since in that manner is the greatest 
net profit secured, and upon that basis will the price be determined. 

IL— MONEY. 

§ 31. It will be best to undertake no definition of money, but 
to speak directly of the functions it performs. The important 
functions are three: 

(1) Money serves as a medium of exchange. This is its 
primitive and essential function. 

This is best understood by considering a state of barter, and the in- 
conveniences attendant upon exchanges. Cf. Jevons, (b), ch's 1., II., and 
III. McAdam, ch. I. Considered in this way, money is purely a ma- 
chine. 

(2) Money serves also as a denominator of value; it is 
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that to which all things are referred for the expression of their 
value. 

(3) Money serves as a standard of deferred payments. 

It is not necssary that all these functions should be performed by the 
same commodity, and the history ot money shows that this has not been 
the case. 

Another essential idea which money at the present day must incor- 
porate is, that its delivery constitutes a complete legal discharge from 
indebtedness. Cf. McAdam, ch. V. Walker, (b), pp. 405-409. 

§ 32. Money has played an important r61e in the develop- 
ment of industrial society. It is the first great labor-saving 
machine which was ever invented. 

(1) The discovery of money, and a general acquaintance with 
its use, was necessary, before the idea of production for traffic, 
as distinct from production for consumption, could have been 
developed. 

Under barter, production was accidental, not systematic, and limited 
to immediate wants. Under the money system of Exchange,- production 
extends beyond personal wants with regard to the thing produced. 

(2) The discovery of money was necessary before accumula- 
tion of capital could be carried to any beneficial extent. 

Under barter system, there was no motive presented for accumulation 
of capital. Capital-building, also, would have been very dilRcult 
without money as a means for effecting it. 

(3) Minute calculations, which would be impossible without 
money, are essential to a highly organized industrial society. 

The possibility of calculations gives confidence in the undertaking of 
great enterprises, and reduces the element of insurance. 

One must not, however, consider that money has any creative power 
in itself, for money is a dead thing. 

•* There cannot, in short, be intrinsically a more insignificant thing, in 
the economy of society, than money; except in the character of a con- 
trivance for sparing time and labor. * ♦ * It only exerts a distinct 
and independent influence of its own, when it gets out of order." — Mill. 
For the uses of money, compare also BoUes, ch. VII. 

§ 33. The functions of money being known, the properties 
which must be possessed by the money-material may be easily 
discovered. The money properties are seven: 

Universal acceptability. 

Portability, 
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Durability. 
Homogeneity. 
Divisibility. 
Stability of value. 
Cognizability. 

Gold and silver have been selected by all civilized peoples as those 
commodities, combining, in the highest degree, these required properties. 

Cf. Jevons, (b), ch. V. Walker, (b), p. 33. McAdam, ch. III. Wayland- 
Chapin, pp. 290-297. Perry, pp, 234-274. 

The history of money-material is quite interesting, and shows that 
universal acceptability, based upon intrinsic qualities which adapt the 
thing for use, was the first money property recognized as essential. 
Sketch of money-material used by peoples in various stages of civiliza- 
tion, and in the various climates. Cf. Boscher, § 118 notes, Jevons, (b) 
ch. IV. 

§ 34 A study of Coinage brings up all those questions re- 
specting the preparation of money-material to serve the money 
functions. Coinage may be defined as such a preparation of 
money-material that each piece bears on its face evidence, both 
of its quantity and its quality. . 

Cf. Walker, (b) ch. IX. Jevons, (b) ch.'s VII and VIII. Wayland- 
Chapin, pp. 299—305. For facts respecting coinage regulations of the 
United States, see Lindermann's Money and Legal Tender. 

Every coinage system embraces three classes of coins. 

(1) Standard coins, the unit among which is the standard 
unit of value, which serve as the basis of the monetary system. 
A standard unit of value must always be a fixed quantity of a 
fixed quality of a specific commodity. 

o The basis of the monetary system in the United States is the gold 

dollar, which contains 25.8 grains of gold nine-tenths fine. The silver 
dollar, containing 412.5 grains of silver nine-tenths fine, is ^Iso legally a 
standard coin, but atpreswit prices 





(2) Subsidiary coins are coins of less denomination than 
standard coins, which have a nominal value greater than the 
market value of the metal which they contain. 

Examples of subsidiary coins are the half-dollar, the twenty-five and 
ten cent pieces. Thus the half-dollar, worth in trade one-half as much 
as 412.5 grains of silver, contain but 192.9 grains of silver. The twenty- 
five and ten-cent pieces are graded to the half-dollar. 

(3) Minor coins are of still smaller denominations than sub- 
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sidiary coins, the metal value of which is greatly below the nom- 
inal value. 

Subsidiary and minor coins are never legal tender to unlim- 
ited amounts. 

A good system of coinage will meet the following require- 
ments: 

To render counterfeiting difficult. 

To prevent fraudulent removal of metal. 

To reduce loss by wear to a minimum. 

To provide coins that are convenient. 

To discover a design educative in its tendencies. 

§ 35. Under Principles of Money Circulation is included a 
consideration of all those movements in the money medium, by 
means of which prices are influenced or industries affected. 
Those laws governing money in circulation here studied, may be 
conveniently grouped under the four following points: 

(1) Kespecting the value of money as dependent on its 
quantity. 

By value of money is here meant the purchasing power of the mone- 
tary unit, not the interest which money commands. " The value of money 
is inversely as general prices." There are four possible movements which 
may effect a change in the proportion, existing at any time, between the 
amount of money in a country and the goods seeking exchange. 

The amount of money may increase. 
The amount of goods may decrease. 

The amount of money may decrease. 
The amount of goods may increase. 

The first set of movements effects a fall in the value of the monetary 
unit, and a rise in price of goods; the second produces an opposite result. 

Quantity of money, however, is a relative term. The rapidity with 
which money circulates, being the result of the custom which a people 
may have adopted respecting exchanges, is a factor which goes to make 
up what may be termed the effective amount of money. 

The law at which we arrive is: The value of the monetary 
unit is, at any time, inversely as the amount of money in the 
country. 

Cf. Mill, B. III., ch. VII. 

(2) Eespecting the value of money as dependent on the cost 
of producing the precious metals. Although the exchange value 



(a) j 

(b) j 



30 Principles of Political Economy. 

of gold and silver used as money is, at any time, in proportion 
to its quantity, a further analysis shows that the precious metals 
are, like other produced commodities, subject to the law of cost 
of production. 

Cf. Wayland-Chapin, p. 296; Mill, B. III., ch. IX. 

There are three reasons why this law of cost of production may not 
easily be perceived with respect to gold and silver: 

(a) Government, at times, interferes to limit coinage, in consequence 
of which the exchange value of the coined metals may not be their cost 
of production value. This, however, cannot apply to international trade. 

(b) The employment of metals as the unit of expression for other 
values, renders it difficult to express the value of gold and silver. 

j(c) The law of cost of production works quickly and visibly with 
those commodities only which may be rapidly produced and rapidly con- 
sumed, and of which there is, at no one time, a great quantity in exist- 
ence as compared with yearly production. 

(3) Respecting the concurrent circulation of superior and 
inferior money. The principle explaining this fact is known as 
Gresham's law, and as usually stated is: A superior and inferior 
money cannot circulate together; the inferior will drive out the 
superior. This law, however, which is frequently employed in 
argument as universally true, is only true where there is a 
superabundance of circulating medium; that is, where, on account 
of the abundance of money, the prices of one country are higher 
than the prices of another country, in which case the superior 
money, or full weight coins, will be paid away in international 
trade. Where foreign prices are higher than domestic prices, 
good and bad money will continue in concurrent circulation, all 
passing for good. The true statement of Gresham's law, there- 
fore, is as follows: When domestic prices are graded to the 
superior coin there will be a concurrent circulation of superior 
and inferior coins, as though all were equal in bullion values; 
but, when domestic prices are graded to the inferior coin, the 
superior coin will disappear from circulation. » 

Cf. Walker, (b) p. 193. McAdam, ch. VIII. 

(4) Bespecting the territorial distribution of the precious 
metals. 

To clearly state how much money a country needs, was one of 
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the services rendered to Political Economy by Eicardo. He 
properly considered it a question of proportion, and not of abso- 
lute quantity. According to him, also, each country was said to 
be possessed of its normal share of the world's stock of money, 
when its prices were on a par with the prices of neighboring 
countries. The law is simple: The precious metals will flow 
to that country where their value is the highest, or, what amounts 
to the same thing, where prices are the lowest. Money which 
is recognized by all nations is self regulating as regards amount. 
The criterion, as to whether a nation wants more or less money, 
is price. 

See Ricardo's pamphlet "On the High Price of Bullion/' (1809). Cf. 
Walker, (b) eh. Ill; Price, (b) p. 21; McAdam,ch. VII; Way land- Chapin, 
p. 296; Fawcett (a) ch. VIII. Historical importance of the publication 
of Ricardo's pamphlet. Other methods by which it has been attempted 
to determine the amount of money required by a country. 

§ 36. Every monetary system must be based on some unit or 
units of value. That is to say, law must determine whether 
there shall be one standard unit of value, or two or more. There 
are two monetary systems now contending for supremacy in this 
country; the Single Legal Tender System in which the gold 
dollar is to serve as a standard unit of value, and the Double 
Legal Tender System in which the silver dollar also will be es- 
tablished as a standard coin. 

A law which would embody the principle of bi-metalism must defi- 
nitely settle two things. 

(a) It must determine the ratio of legal exchange between gold and 
silver, i. e.; it must establish a gold and a silver dollar. 

(b) It must grant free and unlimited coinage to both metals at the 
established ratios. Consider the Allison amendment to the silver bill. 

There are certain results which must inevitably follow the adoption 
of the double legal tender system. 

(a) Debtors and not creditors will determine which metal will be em- 
ployed in the payment of obligations. 

(b) It is only a matter of indifference which metal is employed when 
the legal ratio and the bullion ratio of the two metals are the same. 

(c) Should a country, independently of an international monetary 
treaty, adopt the bi-metalic system, it would, sooner or later, be drained 
of the more precious metal. 

It is useless discussing the "silver question" until these facts are 
clearly recognized. 
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§37. This "battle of the standards" can only be decided 
after a careful consideration of the arguments on both sides. 

(1) The positive argument favoring bi-metalism urges the 
necessity of having a stable standard for deferred payments, and 
claims that this will be more perfectly secured by the employ- 
ment of both gold and silver at a fixed ratio than by the use of 
either alone. Two reasons are given for this belief: 

(a) The larger the volume of money-material the less influ- 
ence will any discovery of new mines have upon the unit of 
value. 

(b) The interchangeableness in use of gold and silver tends 
to render their value stable. 

The similarity in physical properties renders gold and silver inter- 
changeable in the arts; the use of both as money increases the strength 
of this argument in direct proportion to the number and importance of 
the nations so employinjc them. 

Of. Jevons, (b) ch. XII; Walker, (b) pp. 248-260. 

(2) Advocates of bi-metalism further urge that, if all na- 
tions should adopt a single metal as money the volume of money- 
material would be so contracted as to enhance the value of the 
monetary unit; this would increase the value of all incorporeal 
property and increase the weight of fixed investments and cer- 
tain incomes. An appreciating currency is an obstacle to com- 
mercial prosperity. 

Cf. Walker's chapter on "The Importance of the Money Supply" (h) 
ch. IV. " The Decline of Prosperity and its Insidious Causes," by Mr. 
Seyd. 

(3) The positive claim set forth by the advocates of mono- 
metalism is, that one element of uncertainty is eliminated from 
commercial calculations, when the unit of value is a definite 
quantity of a single commodity. 

The only source of error arises from fluctuations in the value of the 
chosen money commodity. Gold takes precedence over silver, because it 
embodies greater value in less quantity and so is more convenient; the 
majority of- trading nations are upon the gold basis. 

(4) The arguments urged against the use of two metals as 
money are: 

(a) That law cannot fix the ratio of exchange between gold 
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and silver, hence the double standard is at best an alternate 
standard. 

The experience of the United States shows this claim to be true. Cf. 
Liaughlin's History of Bi-metalism in the United States. The best 
economists do not claim that legislation can influence values except by 
obeying the laws of value. In justice, also, it must be remembered that 
bi-metalists propose international coinage. 

(b) That, owing to the late unprecedented depreciation of 

silver, that metal is no longer fit for money. 

• 

To determine the force of this argument it is necessary to discovei: 
the causes of this depreciation. If they are found to be permanent and 
due to natural causes, the argument is good; but if transitory and 
traceable to artificial causes, the argument loses its f oi ce. Between 1872 
and 1877, the bullion ratio between gold and silver varied from 15.61 : 1, 
to 20.17 : 1. For this three causes may be mentioned. (1) Germany and 
Scandinavia demonitized silver and monetized gold. (2) The unprece- 
dented production of silver threw the money market into a panic, a 
result similar to that which followed the discovery of the Californian 
and Australian gold mines. (3) The Indian demand for silver had 
ceased. Consideration of these causes as regards their permanency. 

(5) From a consideration of these arguments we may come^ 
to the following conclusions: 

(a) No nation can afford to adopt the bi-metallic standard 
while the other important commercial nations of the world con- 
tinue upon the gold basis. Such a measure would tend to de- 
stroy the self -regulating character of the monetary system. 

(b) But there is no sufficient reason for believing that an 
international monetary treaty could not successfully maintain 
gold and silver at a fixed ratio, and the necessity of an adequate 
supply of money-material leads strongly to the support of such 
a measure. 

III. BANKS AND BANKING 

Under the name of Banks, are included institutions which> 
although performing three distinct functions in industrial soci- 
ety, are alike in this, that they have to do with the exchanges of 
commodities and management of capital. No comprehensive 
definition of banking will be attempted, but the three forms of 
banking. Banks of Deposit, Banks of Discount, and Banks of 
Issue, will be submitted for successive study. 
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A. — Deposit Banks. 



§ 38. Deposit Banks are institutions established for the safe- 
keeping of moneys and evidences of property, and for providing 
the means of carrying on credit exchanges. A deposit is a 
credit created by a banker in favor of his customer. 

The law recognizes a deposit bank as a private corporation, and the 
relation existing between a banker and his customer to be that of simple 
debtor and creditor at common law. Morse, ch. II. The deposit account 
of a bank may include more than the sum of actual money deposited. 

Banks of deposit render three services to industrial society: 

(1) They provide safe custody for moneys and evidences of 
property. The history of their rise shows this to have been 
one of the objects of their establishment. 

Nothinj^ is now charged by the banker for receiving deposits. He 
procures his remuneration from the use of the money while in his hands. 
The banking business properly begins when a man begins to lend the 
money of other people. 

(2) They facilitate exchanges, by creating credits in favor of 

their customers, or by selling the credit which they may have 

with other banks. 

Bead Jevons,<b), ch's XX and XXI. The use of drafts between dif- 
ferent parts of a country is based upon the principle that, on the aver- 
age, no greater value of commodities will be shipped from any section 
than it receives. A clearing house is a bankers' bank where the debits 
and credits of a country are balanced. We can now understand Profes- 
sor Price's statement, that ** a banker is a broker between two princi- 
pals." (b), p. 106. 

(3) The third service of deposit banks is, they assist in cap- 
ital-building. By them the little surplus funds of capital (small 
savings) are brought together in a fund sufficiently large to be 
employed in industries. This is the especial function of savings 

banks. 

B. — Banks of Discount. 

§ 39. Discount banks render the important service to society 
of assisting in tho transportation of goods. As railways carry 
the goods themselves from producer to consumer, so banks may 
be said to carry the property in the goods. This they do by 
discounting the bills which arise in the course of commercial 
transactions. 
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(1) Without going into a minute classification, we may say- 
that commercial bills are of two general sorts; bills of exchange 
and bills of lading. The former is an order from a creditor to 
a debtor to pay a specific sum, drawn either in favor of himself 
or of some third party; the latter is a receipt given by a trans- 
portation company upon shipment of goods. 

A real bill always represents a bona fide mercantile transaction. Pro- 
viding only the goods are sold, a bank is sure to recover any money it 
may have advanced on such bills; for a merchant not paying would be 
thrown out of business. Bills of lading give also the additional secur- 
ity of granting their holder conditional proprietorship in specific goods. 

(2) To discount a bill is to advance money upon it before it 
becomes due, taking pay for such loan at the time of the trans- 
action. Th„. banle '. Lnish mon^ to pa, for good, bonght. 
and " carry " the goods until the bills fall due. 

At a given nominal rate, it is more profitable to discount commercial 
paper than to take interest in loans; and for two reasons. The amount 
which the money earns is paid before it is earned and this amount may 
be immediately reinvested; and a specific sum is earned upon the actual 
investment of a smaller amount of money. 

To show the service of discount banks it will be necessary to analyze 
carefully commercial transactions. Banks have become an essential 
part of the mechanism of modern exchanges. This explains the peri- 
odic movement of money to and from money centers. 

C. — Banks of Issue. 

§ 40. It is the province of Issue Banks to supply the country 
with part of its paper money. 

These banks render three services to commercial society: 

(1) They supply the country with convenient money. 

(2) They save the country the yearly interest upon the value 
of the coin displaced, so far as it is exported and exchanged for 
capital. 

(8) By means of the use of notes as money, the country is 
saved the loss which would be entailed by the wear of the coin. 

This was formerly considered a proper business for private banks; as 
in England until 1844: and in this country until 1866. Uniformity in 
the circulating medium demands that notes should be issued according 
to some general law. 
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§ 41. There are several questions which arise in connection 
with the study of banking, properly known as Banking Ques- 
tions, a few of which will be here considered. 

(1) What ratio should be maintained between a bank's liabil- 
ities and its reserve? There is no definite answer to this ques- 
tion, for the business of banks is so varied, that what is a good 
rule for one will not apply to another. 

Yet the following suggestions may be presented: 

(a) The amount of reserve to be kept varies with the nature of the 
bank's liabilities. 

(b) A bank which adds to a deposit and discount business the issue 
of notes, requires less reserve of legal-tender money than a mere deposit 
bank. 

(c) Those banks which are connected with a clearing house require 
less reserve than others. 

(d) Banks in a country where the credit system is well developed, can 
carry large liabilities upon a comparatively small reserve. 

According to Mr. Bagehot, the proportion of cash reserve to liabilities 
in the English banks was, in 1876, 11.2 per cent.; In banks of the United 
States, 12.3 per cent.; in the Bank of France, 25 per cent.; in the banks 
of Germany, 47 per cent. National Banks in the United States of the 
first class are obliged to keep 25 per cent, of circulation and deposits as 
reserve; banks of the second class, 15 per cent. 

(2) What kind of credits may banks create? With regard 
to investments, bankers make it a general rule never to lend 
money on dead security, that is, security which may not be 
readily converted into available funds. 

Real estate security is dead security, and no bank, unless it be a small 
country bank, performing the part of a loan agency, should advance 
money upon it. Provision of National Banks respecting real estate. 

Good mercantile paper is the safest and most profitable form of in- 
vestment for money held on call; but the bills must represent a trans- 
action, and not be accommodation paper. " Persons out of business 
have no right with hills"— Gilbart 

Bills of Lading and Dock Warrants are usually considered inferior to 
simple bills. If employed, the banker should see: (1) That all the bills 
are present, and, in case of bills for goods shipped upon the ocean, accom- 
panied by the insurance papers. (2) That the goods are not of a perish- 
able nature and are of stable value. (3) That a margin is left for loss. 

Government bonds are frequently employed while a bank is waiting 
for some more remunerative form of investment. Other stocks are 
usually to be avoided because speculative. 

(3) Shall banks pay interest, on deposits? This question 
applies to money deposited on call only, not to time deposits. 



Exchange. 37 

Two considerations are urged in favor of paying interest on deposits: 

(a) Even for the shortest interval money is worth something and its 
owner is entitled to that something. The fallacy in this is the idea that 
money breeds money. 

(b) Interest on deposits presents an inducement to save, and thus 
effects a rapid building of capital. This a good argument in favor of 
paying interest upon time deposits. 

The chief argument against this custom is, that it presents an induce- 
ment to the banker to undertake speculative investments, and that this 
temptation is the strongest just when good investments are the rarest. 

For a comparison of London and American banks on this point, see 
Homans' Banker's Magazine, February, 1876. 

(4) To what rules should the issue of bank notes conform? 
Oood banking presents three demands to those who enter upon 
the business of providing the public with paper money: 

(a) The holders of notes should be secured against any pos- 
sible loss through failure of the bank. 

There are reasons why especial care should be taken to secure holders 
of notes against loss. The New York banking law of 1838 distinguished 
between the banking business and the issue business; also the English 
banking law of 1844. Bank notes sometimes made a first lien upon the 
assets of an insolvent bank. The law of 1829 in New York established 
the principle of mutual liability for all banks chartered under its pro- 
visions. Another plan is to require the deposit of a special fund for 
redemption of notes. This principle embodied in the New York law of 
1838; copied by the United States banking law. Details of this law. 
Oomparison with the English, the French, and the German systems 

(b) Notes should not be issued so as to encourage over- 
trading or hazardous commercial speculations. 

It is a debated question whether banks have the power to bring on 
over-trading. If so, it must be by swelling the amount of notes in cir- 
culation, and in this manner inflating prices. One school of writers 
holds that notes cannot be issued in excess of commercial demand so 
long as they are convertible. Their opponents admit that an inflation 
of convertible notes cannot long continue, but claim that it may con- 
tinue long enough to do great mischief. They claim that notes should 
fluctuate as gold would fluctuate were there no notes, and that the rate 
of discount should fluctuate with the price of foreign bills of exchange. 
Cf. Walker, (b), ch. XIX. 

(c) The issue of bank notes should quickly respond to com- 
mercial demands ; that is to say, the monetary system of a coun- 
try should be elastic. 

This may be secured by maintaining many centers of issue. This is 
the chief argument against authorizing the Federal treasury to issue all 
the convertible notes used. But is of less relative importance where 
deposits outweigh circulation. 



38 Principles of Political Economy. 

§ 42. It is sometimes urged that the government might issue 
inconvertible notes to be used as money. There is no guarantee 
that such notes would circulate unless clothed with the legal 
power to pay debts, but if made a legal-tender they would cer- 
tainly be used in domestic exchanges. The theory of such paper 
money is simple. It claims that exchanges consist at last analy- 
sis in the barter of commodities, and that any arbitrarily 
selected numeral may serve as the basis of calculation and rec- 
ord. This may be admitted, yet there are two strong objec- 
tions to the use of such money: 

(1) Inconvertible paper money is local money. It cannot be 
exported if too much is issued, and in consequence the self- 
regulating character of the monetary system is destroyed. 

(2) Arbitrary fluctuations in the amount of money will 
surely result in commercial disaster, and it is safer to trust the 
determining of the amount to nature, (as is the case with gold 
and silver,) than to Congress. 

Bat the history of inconvertible paper money is perhaps the strongest 
argument against its use. 

For chapters upon this history, of. Walker, (b), eh's XY, XVI, XVII; 
White, ** Paper Money Inflation in France"; Sumner, History of Amer- 
ican Currency. 
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§ 43. Under distribution we consider the laws which deter- 
mine the sharing of the gross product of national industry 
Between the members of industrial society. These laws are 
intricate and difficult to trace, and it will be of assistance in 
our analysis to state at the outset the exact nature of the prob- 
lem and the conditions to which our analysis must apply. 

(1) It is the gross product of a people's industry, not the net 
product, or "that which can be consumed without detriment to 
existing economic conditions," that is to be distributed. 

(2) This gross product, however, will equal the sum of the 
clear incomes of all who are engaged in the process of produc- 
tion. 

This excludes the spending-money of children and dependents, those 
who live on charity, and the like. The net income of one man in excess 
of his living expenses, which he lends, is offset by the debit income of 
him who borrows. The income* of one *' consuming his cjipital " is also 
a debit income. The investment of excess income is of the nature of a 
loan to society. We must admit that those who render direct services 
for which they are paid increase the total of gross product. The per- 
sonal gains of gamblers, whether with cards, or stocks, or real estate, 
will not modify our statement, for what they gain others lose. 

(3) The manner in which this total product is divided must 
conform to the property rights established by existing law. 

Our study thus contemplates the complex organization of society de- 
scribed in §§ 21-25. It does not consider the principle of distribution 
according to necessities, or inquire if the existing rules of distribution 
conform to the requirements of justice. It recognizes that distribution 
takes place on the basis of free contract, and is directly controlled by 
legislative enactment only as freedom of contract is curtailed or proc- 
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(4) The analysis of distribution must include two steps: 
first, it must discover the laws which determine the respective 
shares of each industrial class; second, it must learn in what 
manner the sums thus set apart are divided between the indi- 
vidual members of these classes. 

The line of distinction which separates the industrial classes from 
each other is drawn by the nature of the property which each enjoys. 
As there are three agencies of production, so there must be three sorts 
of industrial property, namely: property in land, property in capital, 
property in labor. When men pass from a state of slavery to a state of 
freedom, they acquire property rights. Under remuneration to labor we 
consider wages, salaries, and fees for professional services. 

A. — Rent. 

§ 44. Rent is that portion of the general product which the 
owners of land appropriate by virtue of their ownership. In 
the economic sense of the word, rent comprises that portion of 
the proceeds of agricultural industry, beyond what is necessary 
to repay cost of production. Rent is surplus profit on capital 
invested upon the land. 

Read Marshall, B. II., ch. III., and Cairnes, (a), Lecture YIII. The 
fact to be explained by a doctrine of rent is, how agricultural products 
can be kept Sufficiently high so that the farmer can afford to pay a yearly 
sum to the landlord for the privilege of working upon his land. This 
is the same thing as asking what determines the price of land. 

The Physiocrats explained this by saying that in no other industry 
except agriculture is there a positive increase in material wealth pro- 
duced over what is consumed in production. This clear product makes 
the surplus from which landlords are paid. But this does not explain 
why, if farmers compete in supplying the market, the price of their 
products can amount to more than enough to pay for their own services. 
Adam Smith explained rent by saying that the demand for food 
was constant and pressing, and in consequence, the landlords could 
coerce the market. But this is inadequate, for corn is capable of unlim- 
ited production; though land is monopolized, agricultural products are 
not. 

The Ricardian doctrine of rent, generally accepted as correct, 
rests on three simple propositions: 

(1) Agicultural produce is raised at different costs, owing to 
the different grades of soil cultivated. 

(2) When goods are once thrown upon the market, they show 
a constant tendency towards convergence in price. 

(3) The average price which agricultural products must 
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bring, is the price which will repay the cost of production 
under the most unfavorable circumstances. 

The explanation of surplus profit in agricultural pursuits is 
now before us. Corn, used generically, is raised at varying 
oosts, but sells at the same price, which price is the highest cost 
of production of any portion of all the corn which must be 
produced to supply the demand; that corn, therefore, raised 
under circumstances relatively more favorable, commanding as 
it does the same price, must pay to the owner of the land a sur- 
plus. The farmer cannot share in this surplus, because, compe- 
tition being free, there are other farmers ready to take the land 

for a normal return upon capital invested. 

This is usually illustrated by supposing varying grades of land, in 
which ease the inferior land pays no rent, while the rent upon the other 
lands increases with the character of the land. Cf. Ricardo, ch. II. 
McCulloch, Part III., Section V. Jevons, (a), ch. YI. 

Two corollaries may be drawn from this study of rent: (a) High prices 
of agricultural products are the cause, not the effect, of high rents, (b) 
A tax upon rent will hay^ ^in effp.nt. nnon nriee^ Ricardo, p. 52, and ch. 
A. That the value ot land is nanittilized rentTm iv be seen from the fact 
that wheil' 6ne buys land he buys perpetual freedom from rent. Cf. 
George, p. 149. 

Two objections are sometimes urged to this statement of the doctrine 
of rent: 

(a) The law of diminishing returns, as a practical law is denied, and 
hence the doctrine of rent, which is based upon it, is refused acceptance. 
Cf. Rickards, ch. VI. This point is answered by Prof. Cairnes, (a). Lect- 
ure VIII.,§ 5. 

(b) A study of history shows that as a matter of fact, the best lands 
were not cultivated first but the thin uplands. See Cary's Past, Pres- 
ent and Future, or Principles of Social Science, v. III., p. 13(). Thomp- 
son, ch's V. and VI. It makes no difference in what order the lands 
came to be cultivated, so long as at any time there exist varying grades ^ 
of land, the cultivation of which is required to meet the demand for C 
food. Cf. Mill, B. II., ch. XVI., § 5, note. Mr. Carey holds that the 
value of land is the result of labor, and capital expended upon it. Cf. 
Thompson, p. 128; also Perry, p. 190. 

§ 46. If free competition were not opposed by other forces, 
competitive rents would be the actual rents paid, but in few in- 
stances is this the case. In studying the various forms of tenure, 
one must not forget that permanent improvements in land act, 
so far as rent is concerned, as superior natural fertility, hence 
the question of who makes the improvements, the landlord or 
tenant, is of greatest importance. 
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This subject may be presented by a somewhat extended illustration 
of the various forms of land tenure. These are, stated in the order in 
which the tenant's interest in the land increases: 

(a) The yearly lease, where the tenant has no property in his holding 
or in improvements which he himself may have made. Mill, B. II., ch. 
IX. This state of things existed until the Land Act of 1870, in the 
southern provinces of Ireland. For a study of the Irish Land Question, 
cf. Cobden Club Publications, 1870; essay by LongHeld, "Land Systems 
of Ireland, England and the Continent;" Ciiffe Leslie; "Historv of the 
Irish Land Tenure;" North British Review, v. 51; The Act of 1870, New 
Englander, January, 1881; " Political Economy and Land," Cairnes, (c). 
Essay VI. 

(b) A time lease, improvements regulated by contract. 

(c) A lease in which the rent is not fixed, but where the produce of 
the land for the year is divided between the owner of the land and the 
tenant, at a fixed ratio. Permanent improvements are made by the 
landlord, who also provides part of the capital required. This is the 
usual form of rental in the United States. Cf. Mill, B. II, ch. VIII. 
Consideration of the form of tenure springing up in the Southern States. 

(d) Where the farmer is himself the owner of the land, and hence 
receives all the rent or surplus profit; that is. Peasant Proprietorship. 
Mill, B. II., ch's VI. and VII. 

Head Marshall, B. I., ch. IX. 

§ 46. The question 'as to what effect the progress of society- 
has upon rent is a very difficult one. No statements can be 
made respecting it except in the presence of assumed premises. 
But the following statements are beyond question: 

(1) If all available lands have been taken up, and there is no 
marked improvement in methods of agriculture, an increase in 
population will tend to increase rent. 

(2) Any marked improvement in means of transportation 

will tend to diffuse rent, which will result in decreasing the 

rent on the lands already cultivated. 

Consider the effect of the opening of Dakota on Michigan lands; or, 
to make a stronger case, what would be the effect on Dakota lands if the 
railroads should establish rates in proportion to the length of the haul. 

(3) Any agricultural improvements, or movements in wages, 
by which the cost of cultivation may be decreased on all lands, 
will tend to decrease the price of produce, but will not touch 
rent. 

(4) Any improvements by which the amount of produce may 
be increased per acre, while yet the cost of production is not 
changed, will reduce the price of produce and reduce rents. 

Cf. Mills, B. IV., ch. III. 
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B. — Intebest, 

§ 47. Interest is that portion of the general product which 
the owners of capital appropriate by virtue of their ownership.. 
Interest must not be regarded as a rate of payment; it is an 
income. Cannot compare movements in the rate of wages and 
rate of interest, for one is computed on a definite quantity, the 
other on a figure that may or may not correspond to a definite 
quantity. Atkinson, p. 66. Same mistake is made by George 
in comparing interest with rent. 

We can better understand what determines the share of total 
product that goes to capitalists, if we first learn why men who 
are in business are willing to pay for the use of capital. This 
arises from the fact that labor with capital is more productive 
than labor independently of it. Under modern conditions, men 
are of necessity bound to work with capital. 

On the other hand, the inducement to lend capital springs 
from the desire to secure a clear income without the bother of 
directly managing any business. 

Call again to miad the productive function of capital. Also that the 
control over free labor rests with capitalists. 

From this presentation of the case, it is easy to set the limits 
between which the rates of interest may at any time fluctuate. 

(1) The demands of the capitalist cannot press the rate of 
interest so high as to absorb the total increment of product 
which would probably follow the use of his capital. 

(2) The demands of the borrower cannot press the rate of 
interest so low as to induce the capitalist either, to consume his 
capital in personal gratification, or to undertake himself the 
management of the proposed business. 

Our conclusion is that the rate of interest in any country is 
dependent upon the final increment of product which springs 
from the use of capital. 

By consumption of capital in gratification, we mean the employment 
of laborers, which the capital commands, to minister to personal wants. 
As between the two points of possible fluctuation the actual rate settled 
upon is determined by habit, culture, the strength of the commercial 
spirit, protecting hand of government, and the like. 
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§ 48. It is observed that the rate of interest tends to fall in a 
country that is economically progressive. 

There are several explanations of this fact, but most of them con- 
fuse interest and profit. Adam Smith refers the fall in rate to " compe- 
tition between rich merchants." B. 1.. ch. IX. Mill rightly shows that 
growth of capital need not reduce price, but fails to show that Smith's 
real error lay in his analysis of cost. Mill's explanation is wrong be- 
cause addressed to the superficial and not the fundamental analysis of 
the investment of capital. B. IV., ch. IV Sidgwick comes a step 
nearer when he shows that the "unoccupied opportunities of profitably 
employing capital in industry " decrease as countries advance, p. 283. 

The true explanation of a fall in rate of interest must show 
why opportunities for profitable investment decrease. Its state- 
ment is as follows: As industries pass from lower to highet 
grades of production the increment of product measured on the 
amount of capital last invested tends to decrease; and it is this 
last increment which determines the rate at which all return to 
capital is computed. But to understand this law we must inter- 
pret amount of capital to include the length of investment as 
well as amount invested. 

Illustrated by the history of the development of the steam engine. 
But better organization of labor increases the element of time in mdus- 
tries which is equivalent to increase of investment. 

But though the rate of interest falls, market quotations for 
capital present some degree of uniformity; this does not, how- 
ever, show that there is any uniformity in the returns from past 
investments of capital. As the value of land increases with 
increased rent, so the figure at which men put their industrial 
wealth is advanced with every advance in the amount of return 
from it. 

From this point of view, investments of capital are of two sorts: 
first, such as are subject to the deteriorating influence of fresh capital; 
second, such as are superior to the natural effect of such competition. 
Cf. Sidgwick, ch. XI, § 6. 

0. — Remuneration to Labor. 

§ 49. Under remuneration to labor we shall consider that 
portion of the general product which comes to men by 
virtue of proprietorship in themselves. This proprietorship, 
guaranteed by the fundamental law of free peoples to every 
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citizen, secures for men the right to dispose of their energy and 
time as they see fit. 

Clearness of analysis requires that we distinguish between 
three classes of industrial workers. 

(1) Laborers whose income consists in the wages earned. 

(2) Untertdkers whose income consists in payment to self 
for self-employment. 

(3) Professional men whose income takes the form of fees 

and salaries. 

By laborers we mean men without property in capital or land, work- 
ing under the wages system. Of. § 13. We have also considered the 
function of the undertaker. Cf. § 8. That portion of the total prod- 
uct secured by landlords and capitalists seems to be fixed bv natural 
laws of production; it is. therefore, a remnant which is distributed be- 
tween the various classes of laborers. It thus appears that our order of 
treatment is logical. 

§ 50. Before entering upon a study of the law which governs 
wages, it will be well to inquire what is meant by the expression 
high or low wages. 

(1) The laborer considers his wages as his living income and 
judges them to bo high or low, according to the amount of satis- 
faction which he may procure with them. Thus high nominal 
or money wages may be low real wages, on account of high 
prices. The length of day, character of the work, and the like, 
as measuring the sacrifice of labor in question, are also elements 

in the laborer's estimate of his wages. 

It is difficult to convert money wages into real wages. To do this 
with accuracy, the following points must be taken into consideration: 

(1) Variation in purchasing power of money. 

(2) Form of payment. Case of presents expected by servants, granted 
privileges, etc. 

(3) Opportunity for extra earnings. 

(4) Kegularity of employment. 

(5) Duration of laboring power. 

The laborer also compares his wages with what other members of 
society receive and computes the rate at which his income increases with 
the increased efficiency of his labor. 

Walker (a) ch. II. Bead Marshall, B. II., ch. VII. 

(2) From the standpoint of the undertaker, wages are high 
or low according to the eflBlcienoy of the labor; that is, according 
to the value that is created by the laborer. It is of the slightest 
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importance to him how much he gives, so long as the proceeds 

of the commodity produced will procure him a profit. 

Brassey, ch/s III, and IV. Atkinson, p. 63. A study of the eflSciency 
of labor shows that, from this standpoint^ there is but little difference in 
wages paid the worla over; though to the laborer there may be a great^ 
amerence in wages received. 

§ 51. It has been usual to explain the rate of wages by what 
is known as the wage-fund doctrine. Although this doctrine 
has been abandoned by most economists, the principle upon 
which it rests is constantly appealed to in discussions upon 
practical economic questions, and for that reason we consider it 
here. 

The wage-fund doctrine is, that average wages depend upon the 
amount of capital devoted to the employment of labor, compared with 
the number of laborers to be employed. 

For statements of this doctrine, see Mill, B. IL, eh. XI., 1 3. Perry, p. 
151. Caimes, (b), p. 159. Head Marshall, B. II., ch. II. Relation to emi- 
gration; to trades unions. 

This doctrine is criticised from three points of view: 

(1) Wages are not paid out of capital but out of the product of cur- 
rent industry. Whether or not we accept this criticism depends wholly 
upon what the disputants mean by their words. It is true that labor 
creates the fund from which it lives. But the underlying principle of 
the doctrine is not disturbed by this criticism. 

(2) There is no predetermined or predeterminable fund of capital de- 
voted to the payment of labor, hence the doctrine is but the statement 
of a trueism. This is final against the doctrine. 

(3J Labor is not a commodity to which the law of supply and demand 
applies as perfectly as to other commodities. 

References to the controversy are numerous. The best are: Walker, 
(a), ch.'s yill and IX. Thornton " On Labour." Mill's Essays, Vol. V., 
p. 28, in which he modifies his own original statement. Caimes, (b), P. 
IL, ch. I., where the doctrine is restated with greater care. 

§ 52. The true doctrine of wages must explain how the resi- 
duum of product, after deducting rent and interest, is divided 
between employers and employees. For any given case the 

more one party gets the less is left for the other. 

This does not deny that profits and wages may rise and fall together. 
Such a movement is possible when, on account of greater efficiency in 
labor or management, there is a larger product to divide. 

There is no law definitelv settling; wages, but we may discover 
the limits of their posaible flnctnatinn. 

(1) Wages cannot go so high as to extinguish the hope of 
profit to the undertaker. 



Distribution. 47 

Employers frequently run their industries without actual profit, be- 
cause of large amount of capital invested or hope of better times; but 
this of course cannot be permanent . 

(2) Nor can wages be forced below a point where there is 

presented to the workman a practical alternative. 

It is the alternative of accepting or rejecting that determines the 
minimum of wages, and this depends upon, (a), the presence of wild 
cheap lands in the country; (b), the degree of knowledge on the part of 
workmen and their power of adapting themselves to many employments; 
and, (c), the extent of their knowledge of what other workmen will do 
under similar circumstances. 

Between the limits thus set, wages fluctuate with the state of 
the market. 

§ 53. Another point remains to be considered: what deter- 
mines the varying rates of wages to laborers, and the varying 
incomes to undertdkers and professional men? Jhere is a ten- 
dency in all cases for pay to fluc t uate with economic efficiency . 
If we are permitted to assume a minimum income for each class, 
we may conclude that the income of each member of the class 
is determined according to the principle underlying the law of 
rent. Men variously equipped for rendering the same service, 
cannot, under a regime of free competition, be brought to work 
for the same pay. 

(1) The varying rates of profit are determined according to this prin- 
ciple. But the margin of profits, unlike rent, tends to diminish in a pro- 
gressive economic society, for what is lost in rate of profit is made up 
by increase in business. Cf. Walker (d), § 278. 

(2) Wages, also, conform somewhat to the law of rent as between men 
in the same employment. But trades unions oppose this tendency. Mr. 
Brassey claims a constant ratio between relative efiiciency and relative 
pay. 

Most economists follow the reasoning of Adam Smith in explaining 
the varying rates of wages in different employments. B. I., ch. X. It 
takes account of all methods of remuneration and recognizes that ac- 
quired skill is of the nature of an investment of capital. This explana- 
tion presents the following the points: 

(a) Agreeableness or disagreeableness of employments. 

(b) Difliculty of learning the trade. 

(c) Continuity of employment. 

(d) Degree of trust reposed in the laborer. 

(e) Prospect of success. 

f3) The fees of professional men are frequently established by custom; 
bul they move, in commercial communities, with the incomes of business 
men. This is due to the tact that all employments are open to all men, 
and men measure their right to pay by a relative rather than an absolute 
standard. As between the members of a particular profession, the lavi^ 
of rent determines actual incomes. 
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DEVELOPMENT OF ECONOMIC THOUGHT. 

§ 54. Previous to the sixteenth century, and subsequent to 
the fall of Greek culture, we find no attempt at systematic pre- 
sentation of economic principles. Yet it would be incorrect to 
say that no thought was bestowed upon questions of industrial 
organization, for evidence of an Economy adjusted to the times 
is found in the Canonical Law, in the regulations of feudal 
princes for the management of their estates, and in the rules 
-and customs of the Guilds. 

As compared with modern society, industries were at a low stage of 
development. This is easily explained when we notice: 

The influence of the Catholic Church upon the thoughts of men. 

The subordination of the industrial to the political organization. 

The condition of the law respecting persons, property, and class 
rights. 

The slight development of division of labor. 

But with the sixteenth century there began a literature upon 
industrial topics which has continued in unbroken development 
to the present time, and which has given rise to three well for- 
mulated systems of economic thought. These are the Mercan- 
tile System, the Physpcratic System, and what is known as the 
English System. 

There are many reasons why the attention of men was at this time 
called to economic questions. Among them we may mention the human- 
istic spirit of the Kenaissance; the discovery of new lands and new 
routes; inventions; the fall of feudalism; and the rise of nationalism. 
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CThe best treatise upon the history of economic thought is Mr. Ingram's j 
rticle on Political Economy in the Enc. Brit. Other references are, 
History of Political economy by Blanqui, and Geschichte der National- 
okonomik, by Eisenhart. 

A. — The Mercantile System. 

§ 55. The principles underlying this system began to appear 
in legislation, and in maxims and rules regulating commerce, 
about 1550. The characteriBtic features of the system are found 
in its over-estimation of the importance of money, of popula- 
tion, and of manufactures. This will be the most clearly recog- 
nized if we notice certain of the practical doctrines held by 
Mercantilist writers and statesmen. It was held: 

(1) That free exportation of gold and silver must endanger 
the prosperity of national industries. 

(2) That colonies containing mines were of all the most to be 
desired; after these, those producing raw material for manufac- 
tures. 

(3) That what one nation gains in trade is at the expense of 
the other trading nation. 

(4) That whatever tends to increase the nation's stock of gold 
must advance the industrial condition of each citizen in the 
state. 

(5) That no money transactioris in the country could possibly 
affect its economic standing. 

The great statesmen of Mercantilism are Cromwell, Colbert, Friedrich 
Wilhelm I., and Friedrich II. The doctrines which they held are seen in 
their administration of public affairs. 

(a) Many laws were passed for the purpose of hindering the efflux and 
encouraging the influx of the precious metals. Mercantilism passed 
through two stages. In the first, the exportation of the precious metals 
WHS prohibited by law; in the second, the ** balance of trade " theory was 
made the basis of commercial enactments. The development of these 
laws may be best studied in the history of the East India Company. 

(b) The colonial system was the result of accepted commercial doc- 
trines. For England's policy with regard to the American colonies, see 
" History of Europp in the Eighteenth Century/' by Lecky, v. II., p. 8, — 
with regard to Ireland, the same, p. 225. 

(c) Agriculture was almost totally neglected. A distinction was made 
between food producing and raw material producing agriculture. Laws 
of Colbert as touching agriculture. 

4 
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(d) Duties were established for other than revenue purposes, and com- 
merce was placed under numberless restrictions. These laws are the 
best illustrated in Colbert's system. See Blanqui, ch. XXVI. For Grom- 
weirs Navigation Act, see McCulloch's edition of Smith, Note XII. 
Belation of this discriminating policy to modern protection. 

(e) It effected a quite universal establishment of the banking system. 

(f) Laws were passed encouraging the increase of population. Cf . 
Roscher, §§ 255, 256, 257. French and German laws on marriage and migra- 
tion. 

B. — The Physioobats. 

§ 56. By the middle of the eighteenth century, the system of 
political privileges and industrial supervision had reached the 
full extent of its possible development. The failure of Law's 
bank, which had been supported for the most part by advocates 
of Colbert's policy, and the growing wretchedness of the agri- 
cultural classes, had produced criticisms from many writers in 
France. These criticisms were, however, at first addressed to 
particular doctrines and practices, and it was not until 1758, by 
the appearance of Quesnay's " Tableau 6conomique " that the 
foundation for a new economic system was laid. The school of 
writers which looked to Quesnay as their teacher, took the name 
of Economists or Physiocrats. 

For full list of bibliography concerning the writers of this school, see 
Cossa, Historical Part, ch. IV. Turgot was the statesman advocate, and 
Keeker the statesman opponent of this doctrine. 

This system of economic thought was not a codification of 
practical rules, but rested upon a theoretical basis. Its funda- 
mental principles sprang from an over-estimation of the impor- 
tance of agriculture in industrial society. 

This was natural for this system was a re volt ag-ainat mer^.antiTTsm ! 

^^ it touna Itself in complete harmony with nVench philosophy, whi?!trat 

X»-u-«^*-**«^ that time happened to be xynrahipi n^ nai^nre : and it was found that 

landed values alone survived the wreck of Law's banking scheme. Cf. 
Blanqui, ch. XXXII. 

The economic doctrines of this school may be summed up as 
follows: 

(1) Agriculture is the only productive industry. 

The classes of society recognized were: landed proprietors; farmers 
and land laborers; manufactures and merchants. This latter class was 
considered " unproductive.'* Compare Smith, B. I Y., ch. IX. 
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(2) The entire revenue of the state ought to be raised by 
means of a single tax upon the net product of land. 

(3) Eegulations by the state, respecting trade and industry, 
can only be detrimental. 

(4) The presence of money in a country is the effect, not the 
cause of industry. 

(5) The true criterion of the riches of a state is the riches of 

its citizens. 

Whatever practical effect these doctrines had, is found in Turgot's 
administration. The great work of the Physiocrats was to prepare the ^ 
way for English Economy. * 

0. — English Economy. 

§ 57. The founder of English political economy is Adam 
Smith, who published, in 1776, a work entitled "An Inquiry into 
the Nature and Causes of the Wealth of Nations." 

The relation of this great work to the previous works of the same 
author, to the system of economy which has been built upon it, and to 
the civilization of the niaeteenth century, may be found treated in Baue- 
hot, (a), pp. 95-134. Buckle, History of Civilization, Yol. II., pp. 432-457. 

There are two thoughts which lie at the basis of English 
Economy, traceable to the influence of Adam Smith. 

(1) IjabqrJ s the source of all economic wealth, and all labor 
creating wealth is productive. 

From this conception Smith proceeded to develop the principle of 
division of labor. His view stands opposed to the Mercantilist doctrine 
respecting the precious metals; and to the Physiocratic doctrine that 
agricultural labor alone gave a free income. He also suggested ground 
for the view that labor is the measure of value. 

(2) Individual effort is sufficient to organize and maintain all 
desirable industrial enterprises. This thought may be expanded 
into the following doctrines: 

(a) The Functions of the State should be confined to the pro- 
viding of protection for all citizens. 

(b) The surest means of discovering and of employing the 
most productive method, is to grant perfect freedom to labor 
and enterprise. 
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(c) Free competition is the surest agent for harmonizing con- 
flicting interests, and, through its agency, does society attain its 
highest good. 

Difficult to enumerate the practical results of Smith's book. It led to 
the establishment of a scientific economy; it changed the views of states- 
men on questions of restrictive legislation; it served as the basis of 
agitation in favor of free commercial intercourse with all peoples. It 
succeeded because it harmoiized with the free thought of the times and 
fitted into ttie industrial changes caused by the great inventions. 

For a sketch of the life of Adam Smith, see the introduction to Rog- 
ers, or McCulloch*s edition of his Wealth of Nations. 

§ 58. English Economy was developed by the writings o£ 
Malthus, Eicardo, and Mill. 

(1) Malthus addad the doctrine of Population. 

We have already stated this doctrine. Suggested in the writings of 
Stewart. The doctrme opposed the mercantilist ideas on population; 
but as formulated in the mind of Malthus was an argument against the 
practical conclusions of Rousseau's philosophy. Cf. Bagehot, (a), Essay 
on Malthus. The practical result of this doctrine was the reform of the 
English poor laws. 

(2) English Economy is debtor to Bicardo for three services 
rendered: 

(a) He was the first to insist upon the importance of the 
problem of distribution, and of class relations as a factor in 
that problem. 

(b) He stated the true law of rent under a system of free 
competition among farmers, and thereby disclosed the true doc- 
trine of rent and of natural value. 

(c) Eicardo added the law of the distribution of the pre- 
cious metals. 

Many socialists look to Ricardo as having first stated the ground of a 
just complaint ag linst competitive society, e. g., Lassalle*s brazen law of 
wages, George's theory of confiscation of rent. The law providing for 
a return to specie payments, also, was formed on principles which he 
laid down. Cf. Bagehot, (a), Essay on Ricardo. 

(3) Mill holds the same relation to English Economy the*- 
Steuart in England and Melon in France hold to Mercantilism 
He reduced it to a sy stem : ha Js its formulator. He also adde< 
what has since come to be known as the "wage-fund theory," 
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Mill's principal service is that he prepared English Economy for 
rational criticism. He lived to recognize many errors in his own work. 
/Sidgwick has undertaken to state how much of Mill's presentation of 
^he subject has survived the criticisms which it called forth. 

D. — Eevolt Against English Political Economy. 

§ 59. It is adequate for our present purpose to notice two 
lines of criticism upon English Economy. The first pertains 
to the character and method of the study; the second calls in 
question the truth of the doctrine of laissez-faire. 

(1) Under the first we are brought to consider two specific 
criticisms: 

(a) That the phenomena of industrial society are not capable of indepen- 
dent scientific treatment, but should be studied as forming: a chapter in 
the general science of society, or sociology. Cf. Ingram's article in Enc. 
Brit. As against Comte, Cairnes, (c), Essay YIII. In favor of the inde- 
pendence of the science of Economy, Cairnes, (a), Lecture I. 

(b) That English economists depend too much upon deductive reason- 
ing and not enough upon historical investigation. The " new method " 
depends upon induction, viz.: upon historical research, comparative an- 
alysis, and statistical research. For a clear statement of the historical 
method see a paper by Prof. R. M. Smith on "Methods of Investigation 
in Political Economy," in "Science Economic Discussion." 

(2) The second set of criticisms spring from the attempts of 
socialist writers to overthrow the authority of the doctrine of 
individual sufficiency. It is a practical conclusion from that 
doctrine that the State should not interfere in industries; but 
socialists desire some sort of interference, they are consequently 
led to deny that the doctrine rests upon a scientific basis; they 
deny also that the best results fiow from free competition in 
production; and they further urge that English Economy holds 
erroneous views respecting the nature of the social organism. 

We must give these criticisms adequate attention; for, if the claims 
of laissez-faire be admitted, there is little need of further study; if not, 
questions pertaining to the most appropriate method of legislative con- 
trol in industries come to be of great importance. 

E. — Critical Analysis of the Doctrine of LaisseztFaire. 

§ 60. The doctrine of laissez-faire may be stated in three 
different ways: 

(1) As a practical rule for the guidance of legislation it pre- 
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sents the claim: That the functions of government should ex- 
tend no farther than to grant protection to persons and property 
against violence and fraud. 

An analysis of this rule shows it to be unsatisfactory, for it includes 
terms of variable meaning; it is also arbitrary, and no government has 
found it possible to follow its demands. 

(2) The philosophical statement of this doctrine is: That 
society will attain the highest possible development if left to the 
regulating action of self-interest. This conclusion rests upoa 
two claims respecting the relations of men in society: 

That human interests are fundamentally the same. 

That every man, in advancing his own interests, advances at 
the same time the interest of society. 

For discussion of this statement of laissez-faire^ cf . Cairnes, (c), Essay 
yil. There are three reasons why this statement cannot be accepted as 
satisfactory: 

(a) AH men do not know their personal interests in the sense in which 
they harmonize with social interests. 

(b) Immediate interests from which men commonly act are not 
always in harmony with remote interests, which are usually the inter* 
ests of most importance to society. 

(c) For society as a whole there is no such thing as a speculative in- 
terest, but a large part of modern business is directed by the spirit of 

S speculation. 

(3) The scientific statement of the principle suggests: That 
free competition in industrial matters is but an application of 
the rule that the fittest should survive. 

This is Spencerian, and springs from a totally erroneous conception, 
of society. It fails to recognize that society is an organism of conscious 
c purpose, and, within bounds, is capable of directing its own develop- 
^ment. 

We may, then, conclude that the doctrine of laissez-faire has 
not the claim of a scientific principle; it is a maxim which the 
experience of the world shows, upon the whole, to be wise, and 
every case claiming interference by the State must be examined 
by itself and decided on its own merits. 

§ 61. It is not sufficient to criticise laissez-faire^ we must 
inquire also respecting the defense of interference by the State 
in the control of industrial affairs. The necessity of such inter- 
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f erence springs from the evils that follow the attempted real- 
ization of competitive action. 

Further characterization of competitive society. Difference between 
tree competition and the dogma of laissez-faire. Uncontrolled compe- 
tition tends to depress the moral tone of business society; and to the 
establishment of pernicious combinations among producers. The su- 
premacy of the dogma of laissez-faire tends to defeat the rule that prices 
should be adjusted to cost of production. 

Such criticisms lead to the establishment of two claims: 

(1) The State may interfere to raise the plane of competitive 
action. This will conserve the benefits and eliminate the evils 
of competition. 

(2) The State may interfere to secure to society the benefits 
flowing from the organization of industries in the form of a 
monopoly. 

For the application of this second rule, industries are capable of a 
three fold classification : those giving constant return to capital and 
labor applied, those giving a constantly diminishing return, and those 
giving a constantly increasing return. The character of interference 
must be determined by the requirements of each case. 

COMMEECIAL CEISES AND DEPEESSIONS IN TEADE. 

§ 62. Commercial crises and depressions in trade are usually 
regarded as different manifestations of the same general facts. 
A crisis is a sudden disturbance in the money market occa- 
sioned by a destruction of confidence in the solvency of debt- 
ors; a commercial depression indicates that producers have no 
confidence in the ability of the country to consume the usual 
amount of goods. 

It is not difficult to understand the phenomena of a crisis if one fully 
appreciates the extent of the use of credit and the nature of commercial 
dependence which it introduces. Cf. article by Rae in the Contemporary 
JReview, August, 1886, on " The Natural History of Credit." 

The evidences of a depression in trade are unmistakable. Curtail- 
ment of family expenses, light purchases by merchants, manufactories 
running on short time, men thrown out of employment. Though the 
cause may be local the result is felt by all members of society, men with 
fixed money-incomes excepted. 

Much is said of over-production in connection with commercial de- 
pressions; but an analysis of the phrase shows it to bear three distinct 
meanings, according as production is measured on the basis of particu- 
lar wants, on the basis of general wants, or from the stand-point of him 
who produces goods for sale. But from no point of view do we find in 
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over-production the cause of crises or depressions in trade. Cf . Price (a), 
120. Say, ch. XV. Mill, B. III., ch. XIV. 

§ 63. The most common theory respecting these phenomena 
is the one which gives particular attention to crises, and finds 
their cause in some disturbance of the circulating medium or 
in an abuse of credit. Under the first heading we consider the 
commercial effects of an inflated currency, whether by forced 
circulation or by an unguarded issue of bank notes; under the 
second the influence of discounts too freely given by the banks 
is brought to our notice. 

(1) An inflation of the currency leads to commercial disaster 
through three successive steps: a general rise of prices; an undue 
encouragement of business on account of fictitious profits; a 
collapse of fictitious values. The first result is a fall of such 
commercial houses as have incurred obligations on the basis of 
unreal values, involving other houses, otherwise stable, in their 
ruin; the second result is a long period of commercial retrench- 
ment occasioned by the inevitable contraction of values. 

A country incurs the danger of commercial disaster the moment its 
monetary system ceases to be self regulating. This is the chief argu- 
ment against a " local currency." It is never necessary to " force the 
circulation " of sound notes. Short sketch of the issue of " greenbacks " 
and its commercial consequences. 

Under our present system of banking there is no fear of an over-issue 
of bank notes. But under the system from 1830 to 1860 over-issues led 
to serious ditticulties. Cf. Treasury Report for 1865, where the relation 
of State banking to crises is considered; also. Walker (b), ch. XXI. For 
the law pertaining to State banks in 1838, see Tucker, ch. XVIII. But 
the most critical discussion of this subject is found in connection with 
the English Bank Act of 1844. 

For an historical study of crises, see treatise bv Max Wirth; also 
Twenty Years of Financial Policy, 1842-1861, by Sir Stafford Northcote. 
For special crises, compare Richard Cobden, The Three Panics, London, 
1862; Evans, History of the Commercial Crisis of 1847-1848, London, 
1849; Fowler, The Crisis of 1866, London, 1866; Sternberg, The Crisis of 
1876, London, 1876; Wilson, Capital, Currency and Banking, 1847. 

(2) But encouragements to over-trading are not confined to 
an inflation of bank notes; freedom in discounts and careless- 
ness in granting accommodations tend to the same end. 

This will be recognized if we recall the function of discount banks. 
Cf. § 39. The nature of banking competition pr(^sents especial tempta- 
tions to bad banking. To guard against this evil some propose to re- 
quire special guarantee for depositors; or the framing of special regula- 
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tions for discounts. It is a safe rule for commercial countries to adopt 
that the rate of discount should fluctuate with the price of foreign bills 
of exchange. Cf. § 41, (4, b). For study of Foreign Exchanges, see 
Goschen. 

§ 64. Two questions of importance arise in connection with 
this subject. The one refers to the resumption of specie pay- 
ments, supposing a country to have suspended; the other in- 
quires respecting the proper management of a public treasury 
in time of a panic. 

(1) Suspensions of specie payments are usually occasioned 
by some public calamity, as the advent of war. We may assume 
that resumption is the fixed purpose of the government, and the 
important question pertains to the time when resumption shall 
be set on foot and asks in what manner it may be successfully 
carried through. The thesis which is here defended is that re- 
sumption should be undertaken immediately upon the close of 
hostilities. 

Two considerations may be urged in favor of this conclusion: 

(a) It is possible that a panic may in this manner be averted, or at 
least that its evil effects will be less widely extended. 

(b) The full effects of inflation upon prices cannot be exerted during 
the progress of a war, and a policy of resumption quickly entered upon 
and vigorously pushed will save the country from some of the evils 
which follow the use of paper money. 

Cf. McCulloch's policy of resumption; range of prices from 1860 to 
1873. Various theories of resumption proposed. Terms of the law of 
1875. 

(2) When a panic is upon the country, all measures adopted 
with reference to it should be for the purpose of re-establishing 
confidence in good securities. This means that banks should 
adopt the policy of discounting freely at high rates, and that 
government should do all that lies in its power to furnish an 
adequate supply of paying medium. 

Reasons for adopting the expansive rather than the restrictive theory. 
Effect of suspension of the Bank Act in England. Ability of a Clear- 
ing House Board to supply the market with paying medium. Power of 
the United States Federal erovernment to supply the market with money. 
Sketch of the panic of 1873. 

§ 65. A second theory, addressed to commercial depressions 
rather than to commercial crises, finds the explanation of inter- 
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rupted trade in an uneconomical distribution of what is pro- 
duced. It calls attention to the fact that production is under- 
taken for profit, that profit comes only with sales, but that sales 
at profitable rates are impossible except adequate purchasing 
power lie with those for the satisfaction of whose wants the 
goods were produced. According to this explanation, supply and 
demand are not distinct phenomena, but essentially the same 
fact regarded from diflFerent points of view. Cf. Cairnes, (b) 
Part I., ch. 11. Production and consumption must proceed with 
equal step, and this is only possible when power of purchase in 
the community equals power of sale. The ultimate cause of 
business depression is found in the tendency towards concentra- 
tion of property. If this theory be accepted, it follows that 
sound economy, as well as considerations of social well-being, 
demands a more equitable distribution of what is produced. 

1. It should be noticed that this theory is applicable to a progressive 
society only, for upon guarantee of stable demand production could ad- 
just itself to any ratio of distribution. This view of the case may be 
presented by extended illustration. Cf. Open letter from Kodbertns to 
Kirchman, printed under title "Zur Beleuchtung der Socialen Frage." 
The development of labor saving machinery does appear, in the long run, 
to benefit laborers; but its immediate effect may prove detrimental. It 
provides the possibility of amelioration and is not a guarantee of social 
improvement. Cf. Nicholson, Effects of Machinery on Wages; also 
Eeport of Federal Commissioner of Labor, 1886, pp. 80-90. 

2. This theory is not in harmony with Mill's doctrine that "demand 
for commodities is not a demand for labor." B. 1.. ch. V., § 9. It recog- 
nizes the truth of Chalmers* statement that if " unproductive consump- 
tion '' should cease " products would fall out of demand and cease to be 
fabricated," ch. V. It also admits the truth of Mr. Hawley's statement 
that consumption is necessary to the rapid conversion of " dead stock " 
into "active stock." Capital and Population, ch. V. But this theory 
does not provide a basis for the common belief that consumption of 
luxuries is the surest way to benefit the poor. 

PEOTECTION OE FEEE TEADE ? 

§ 66. The question which lies in dispute between advocates 
of protection and advocates of freedom of trade, is the follow- 
ing: Shall the revenue machinery of the federal government be 
used for the purpose of giving home producers command over 
the home market in preference to foreign producers? In dis- 
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cussing this question we shall undertake to state with candor 
both sides to the controversy. 

The question has nothing to do with finance; revenue by customs is 
consistent with freedom of trade ; for, customs duties might be imposed 
upon goods produced only abroad; or compensatory internal duties 
might be levied on goods produced at home. The constitutionality of 
protective duties cannot be doubted. 

A. — Theory of Free Trade. 

(1) The theory of free trade is based upon the claim that ex- 
changes constitute a productive process and that any hinder- 
ance to exchanges must lessen their productive power because 
it acts as an obstruction to freedom of production. 

Respecting the productive character of exchanges, cf. § 27. If one ad- 
mits the scientific character of laissez-faire this argument in favor of 
free trade is conclusive, but if not he must proceed to further investiga- 
tion of the subject. Bastiat's presentation ot this argument is the strong- 
est. Cf . Harmonies of Political Economy, ch. V., or Sophisms of Protec- 
tion. Protectionists make a distinction between domestic and foreign 
trade. It is true that foreign exchanges are determined according to the 
doctrine of comparative rather than absolute cost, but this does not 
make against the position of free traders. For analysis of comparative 
cost, cf. Cairnes (b) Part I, ch. III. 

(2) Free traders claim that the productive forces of the world 
will be more efficiently employed and economically arranged if 
free exchanges between nations is permitted. The total product 
of all peoples when working jointly is greater than the sum of 
the product of all when working separately. 

The real point at issue here pertains to the wisdom of making the 
political and the industrial boundaries of a people coincide. Free traders 
deny the wisdom of such legislation for the following reasons: 

(a) It deprives the people of one country from the enjoyment of the 
peculiar advantages of production that may be possessed by the people 
of another country. Climatic peculiarities, soil, deposits of ores, and the 
like. 

(b) It obstructs the diffusion of the benefits of hereditary skill or na- 
tional peculiarities which give one people advantage over another in cer- 
tain lines of industry. 

(c) It cuts off that international competition conducive to the devel- 
opment of the best methods of production. 

(3) Free trade tends to the establishment of harmonious 

comopolitanism. 

This was an important argument when the doctrine of laissez-faire 
maintained its hold. Its chief importance is now historical. Morley's 
liife of Cobden shows the purpose of this great agitator. Yet legiti- 



60 Unsetiled Questions in Economics, 

mate trade fairly carried on does tend to unite peoples of various coun- 
tries, and upon this basis there has sprung up the advocacy of recipro- 
city on the basis of international treaty rather than either Free Trade or 
Protection. 

B. — Theory of Protection. 

(1) The theory of protection is not purely an economical 
theory, but starts from the thought that a nation should be re- 
garded as a social organism subject to the law of ordered 
change. It recognizes the benefits of trade and holds that, in 
the perfected society, commercial intercourse will be free. 
Meantime, trade can only be permitted without restrictions be- 
tween peoples of the same grade of economical development. 
The purpose then of protection is industrial education during 
the period of a nation's growth. 

This is Mill's meaning in the aruarded support he gives the theory of 
protection. Cf. B. V., eh. X., § 1. It is also Sidgwick's meaning when 
he says the theory is good but cannot work advantageously in practice. 
B. ILL, ch. V. It is the view of List who writes a book in expanding it; 
who is the founder of "national" as opposed to "cosmopolitan" econ- 
omy; whose writings led to the establishment of the German "ZoU 
Verein," a union which has grown into the Crerman Empire. The 
method of comparative study which he introduced led to the develop- 
ment of a school of historical economists. His book weaves together in 
a masterly way the several threads of a developing society. The works 
of Mr. Carey are more ambitious but less successful. Cf. Appendix III 
to Roscher's National Economy. 

(2) But it would be incorrect to say that protectionists do 
not urge purely economic considerations. A study of the fol- 
lowing claims of those who advocate commercial restrictions 
will present clearly the further difiPerences between the two 
schools of economic thought. 

(a) Protective tariffs benefit the laborer by maintaining a 
high rate of wages. 

The arguments leading to this conclusion are: by excluding foreign 
products the amount of work to be done within a country is increased, 
hence the total product of the nation is increased. Thompson, §§ 240, 
243, Carey (b) ch.IV.; the home laborer is secured against the competition 
with the low paid labor of other countries. Carey (b) ch. XV.; diversity 
of interests guaranteed by protective tariffs guards labor against too 
great competition between laborers on the home market. Critical anal- 
ysis of these arguments. Analysis of movements in laboring popula- 
tion as throwing light on the question of protection and wages. 
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(b) The theory of protection regards a home market as super- 
ior to a foreign market. 

This ar^^uraent as first urged in the United States rested on political 
considerations. Cf. my paper, Taxation in the United States, 1789-1816. 
It is now urged for two reasons: it is claimed that freightasre is saved 
by restricting exchanges to the home market, Thompson, § 252. That 
home commerce is superior to foreign commerce because two industries 
are supported instead of one. These claims too demand careful anal- 
ysis. 

(c) Protectionists urge that the maintenance of diverse in- 
dustries is dependent on the maintenance of a protective tariff. 

The best way to discover how far this claim is true is to read over the 
list of "manufacturing industries'* as given in the census returns, in 
order to learn how many of them are dependent on the tariff. 

§ 67. The foregoing analysis seems to lead to the following 
conclusion: The question of present importance in the United 
States is not whether a restrictive or a liberal commercial policy 
is correct in theory, but whether this country has reached a 
point in its industrial development when it can advantageously 
drop the restrictions which it has chosen thus far to maintain. 
To answer this question it will be necessary to enter upon three 
lines of inquiry. 

1. What has been the course of tariff legislation in the 
United States up to the present time? 

Tariff history divides itself into four periods. 

(a) From 1789 to 1816 during which the sentiment in favor of domes- 
tic protection may be said to have been crystallized. 

(b) From 1816 to 1830 during which the American System controlled 
national admini^tratIon. 

(c) From 1830 to 1860, which may be termed a period of governmen- 
tal inetficiency. During this peri,od political s^*n^ilnent was more nearly 
under the control of the doctrine of laissez-faire than ever before or 
since. 

(d) From 1860 to the present time. This period is characterized by the 
rise of a war-tariff, and the maintenance of war-taxes during twenty 
years of peace. Cf. Taussig. The History of the Present Tariff. 

The best guide to this study is Young's Customs-Tariff Legislation. 

2. What classes of people are now benefitted by the mainten- 
ance of the protective tariff? 

(a) It is neither the laborer nor the holder of uninvested capital. The 
proof of this assertion is found in an analysis of industrial occupations 
in the United States. 
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(b) Protection benefits the owners of real estate who, either by situa^ 
tion or peculiarity of product, can, throug^h the medium of the tariff, 
maintain a monopoly of the home market. The " rental " upon mines, 
pine forests, and the like, is increased by protective duties. Argument 
IS the same as in the case of the English corn laws. 

(c) Protection benefits those who, granted monopoly of the home 
market by the tariff, are secured against competition at home by patents 
or secure themselves against competition by means of trade-combina- 
tions. 

The mass of the American people lie outside these classes. 

3. What would be the probable results of a reform of the 
tariff according to revenue principles? 

We must first learn in what tariff reform on revenue principles con- 
sists. It demands j^r^^; that the fiscal needs of the government should 
be economically estimated. Second: that the free list should be ex- 
tended so as to embrace all raw material of manufacture. Third : that 
the maximum revenue rate on other imports should be determined, and 
the actual rate charged should be adjusted with reference to this rate so 
that probable income should conform to estimated demand. 

Such a fiscal reform would bring about the following results. 

(a) The purchasing power of wages salaries, incomes from fixed in- 
vestments, and self-supporting industries would be greatly increased. 

(b) The United States would take her proper place among the nations 
of the world as a great commercial nation. This leads to a considera- 
tion of two questions: the question of shipping and foreign trade. Cf. 
Wells, Our Merchant Marine. 

(c) The fact that American industry can no longer plead the privil- 
eges of infant manufactures would be clearly demonstrated. Special 
study of the woolen industry; the iron industry; relation of protection 
to commercial depressions. Cf. Taussig, Protection to Young Indus- 
tries. 

THE EAILEOAD PEOBLEM. 

§ 68. We cannot expect to understand what is technically 
known as the railroad problem without first becoming familiar 
with the marked influence exerted by the application of steam 
to inland transportation. Certain lines in which this influence 
is observed to work are suggested by the following statements: 

1. Steam transportation has permitted an extension of the principle of 
division of labor. 

2. It tends to equalize prices and keep them steady near the normal 
cost at which goods may be produced. 

3. It has exerted a marked influence upon the migrations of peoples; 
viz.: it tends to diffuse agricultural and to concentrate manufacturing 
peoples. 

4. It has rendered travel safer, swifter, and more certain. 

5. It has brought about those conditions in which public sentiment 
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may be more quickly formulated than in former times, and lends its influ- 
ence to the spread of democratic ideas. 

6. It has rendered possible the government of large territories from a 
single administrative center. 

Of. La Transformation des Moyens de Transport et ses Consequences 
ifeconomiques et Sociales, by de Foville, and Francis* History of the En- 
glish Railway. 

§ 69. It is important that a piece of social machinery which 
touches the lives of men at so many points should be managed 
^ith a view to the pubUc interest. For ordinary businesses, 
competition is a suf&cient guarantee of good management; but 
in the administration of the railroad business we find no such 
guarantee in the regulative force of competition. 

The railway industry conforms to the law of increasing returns. 
This fact, and the fact that such a large fund of capital is required to 
build new lines, obstructs the working of the competitive forces. But 
the chief complaint is not that railways are superior to the influence of 
competition, but that such competition as exists takes place between 
competing centers only, and under the form of special contracts. 

The railroad problem may be stated as follows: How may the 
results which, in less extensive businesses are effected through 
the agency of competitive action, be realized for society in the 
case of railroads? 

[This statement may be expanded. Certain propositions may be urged 
as giving character to a good railroad system. 

(a) The service of transportation should be rendered at cost and no 
monopoly tariffs exacted. 

(b) The benefits of an extending business, which spring from the natural 
development of the country through which a railroad runs, should accrue 
to th e publicie q uallv with the company. 

(c) Values of vested or real property should not be arbitrarily changed 
by the management of the road, but trade should be permitted to de- 
velop in its natural course. 

(d) Railroad corporations should be hindered from influencing legisla- 
tion in support of their privileges. 

Cf. Eailroad Transportation, by Hadly, and Railways and the Republic, 
y Hudson. 

§ 70. We may judge more clearly of the appropriate solution 
of the railroad problem if we first notice the rise and develop- 
ment of the railroad svstem in various countries. 

1. England developed her railroads chiefly through the agency 
of private capital. 
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She has passed through three stages of growth, — rapid extension, 
fierce competition, extensive amalgamation. The theory at present ac- 
cepted is to recognize amalgamation as inevitable, and to control it in 
the interest of the public by means of commissions. 

2. Belgium began her railroads as state enterprises, and has 
\ finally come back to the original purpose. 

Concessions were made to private corporations in response to popular 
clamor; character of charters granted ; principle of control through state 
competition. 

3. France adopted the principle of territorialization; that is, 
the country was divided into districts and charters were granted to 

% private corporations for the exclusive management of steam 
transportation within the specified districts. 

Public interest was conserved by direct control on the part of the 
government, and by the right of re-purchase at an appraisement. As in 
Belgium, public clamor for more roads led to the abandonment of the 
original design, a concession which has resulted disastrously. The 
other countries of Europe suggest no new principle. India presents 
some peculiarities in the way of government guarantees. Cf. Davidson, 
The Railways of India, ch. VI. 

4. The establishment of inland commerce in the United States 
suggests two lines of distinct investigation; the one pertains to 
the development of political ideas concerning canals and rail- 
roads, the other brings to view the course of growth by which 
the railroad system has attained its present proportions. 

(a) Three ideas are observed to have given color to public | 
sentiment respecting the building, ownership, and management 
of the means of inland commerce. 

Until about the year 1830 it seems to have been held that'the Federal 
government should provide facilities for inland communication, but 
that such works should be managed by the States or private corporations. 
Gallatin^s report on internal improvements voices this sentiment. Cf. 
Adams' Life of Gallatin, p. 351. The report is found in Sta':e Papers, 
Miscellaneous, vol. I., p. 724. Erie canal an exception to this plan of pro- 
ceed u re. 

From 1830 to 1850 the States were relied upon to provide the necessary 
wagon-roads, canals, and railroads. Reasons for the unbounded enthus- 
iasm which prevailed. Canals were given up for railroads. The failure 
of these schemes led to changes in the organic laws of the several States. 
Cf. article by me on ** Financial Standing of States," Journal of Social 
Science 1885, also. History ot* the Surplus Revenue, by Bourne. 

Since 1850 private corporations have had almost exclusive control over 
railroads. But the Federal Government has guaranteed many of these 
enterprises by gifts of immense tracts of land, and the local governments 
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have worked in their favor the machinery of local taxation. For facts 
pertaining: to land-grants to railroads see, History of Public Domains, 
ch. XX., Ex. Doc. 47, Part 4, 47 Cong., 3rd S. 

(b) Since railroad property has come under the management 
of private corporations, the development of the system has fol- 
lowed the same general course as in England. It has passed 
through a period of intense competition, this resulted in exten- 
sive combination, and the system has now come under the nomi- 
nal control of law. 

Competition necessarily sprang up when trunk lines were extended 
so as to bid for the same traffic, for relative cost decreases as the amount 
of business increases. Competing strength of through lines depends on 
grade; curves; distance from coal fields; financial condition; and amount 
of ensured local traffic. 

Combinations take place under what is known as the pooling system. 
Pools are of three general sorts: money pools; freight pools managed by 
corporations independent of the railroad management; and freight pools 
managed by officers of the companies parties to the pool. For study 
of the nature of pools, see Mmmo's Keport on Internal Commerce 1879, 
pp. 157-183. 

About the year 1870 Legislatures asserted the right to control rail- 
roads in the interest of the public. This they have attempted to do by 
means of laws regulating tariffs, and by means of commissions. 

§ 71. The foregoing analysis discloses four theories for the 
administration and control of the railroad industry, from which 
we must select an appropriate solution of the present railroad 
problem. These theories are: 

1. The theory that railroad property is subject to the rules of 
ordinary private property. 

Advocates of this claim urge the potency of water communication to 
regulate tariffs on railroads; but such an argument overlooks the neces- 
sity of rapid transit, and the obstacles to commerce occasioned by ice 
and low water. Cf. Kimmo's Keport 1880, pp. 30-70. 

2. The theory that railroads are common carriers. 

. This leads to restrictive legislation, but experience in this coimtry and 
in England shows such measures to be of little account. Railroad com- 
missions are in harmony with this theory. Duties of commissions as 
now established. Admitting the principle of control by commissions, 
its successful realization rejiuires that a Federal commission, comple- 
mentmg the State commissions, be established; that pool contracts be 
legalized; and that these commissions be made courts of registry and 
adjudication. 

3. The " King's Highway " theory. 

5 
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This theory relies on the principle of competition for the just regula- 
tion of tariffs, and would realize this principle by opening all road-beds 
to the use of companies owning rolling stock. The question which 
arises is, should private companies retain proprietorship in the road-beds, 
or should these become the property of the States, or of the Federal gov- 
ernment? Cf. Hudson, ch. X. 

4. The theory that railroads should be owned and managed by 
the state. 

We can only come to a decision respecting this claim after a careful 
consideration of the following questions: 

(a) What effect would this plan have upon the building of new lines? 

(b) Is the argument that a state must contract a debt if it builds and 
runs a road valid against the scheme ? 

(c) Can the state build and run a road as cheaply as a private corpora- 

(d) What would be the political tendencies of state ownership ? 

The Migration Question. 

§ 72. The migration question, in its broadest sense, includes 
all those economic and social questions which arise from the 
right granted to each individual to change at pleasure his place 
of abode. The line of study adopted is the following: 

(a) What is the origin of the right of migration? Does the 
right of immigration resf upon the same basis as that of emigra- 
tion and the change of one's abode within his own country?^ 

(b) What causes may be assigned for migrations, especially 
those of the nineteenth century? 

(c) What is the economic effect of migration, considered with 
regard to the country losing as well as to the country gaining 
population? 

(d) What is the ethnological effect of migrations? This 
question should be discussed, j&rst, with regard to the mingling 
of peoples of the same civilization; and second, with regard to 
the mingling of peoples of different civilizations. 

(e) What is the true policy of the United States with respect 
to immigration? 

The bibliography of this question is somewhat extended, but, with a 
few exceptions, quite unsatisfactory. 
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Compare Histoire de rEmigration Europ^enne au XIXe Si^cle, by 
Jules Duval; De la Colonisation chez les Peuples Modernes, by Paul 
Leroy- Beau lieu; Sanderson, Views and Opinions of Eminent American 
Statesmen on Foreign Immigration. Bromwell, History of Emigration 
to the United States, 1815-1855. Bayne, Irish Emigration. Friedrich 
Kapp, History of Immigration, 1870. Roschr, §§ 259-263. Additional 
references may be derived from Wagner, p. 408. 

SOCIAL AND INDUSTEIAL EEFOEMS. 

§ 73. The agitations of the present century in favor of social 
reform are addressed primarily to industrial methods and cus- 
toms. They are carried on either for the amelioration of those 
who, living in the presence of plenty and comfort, have developed 
wants which their means do not permit them to satisfy; or for 
such modifications in the industrial structure of society that the 
dependent classes may secure more just treatment. 

A social movement is sure to arise under the following conditions: 

1. When such benefits as a civilzation grants are distributed with 
unequal hand. 

2. When classes are defined with sufficient clearness that complaints^ 
may be of an impersonal character. 

3. When neither philosophy nor religion explains class dependencies 
to the satisfaction of the masses of men. 

A social movement finds its true interpretation in the develop- 
naent of advancing society. It must have an historical basis. 
The explanation of the agitation now disturbing the peace of 
society is found in the readjustment of industrial relations which 
followed the fall of feudalism, a movement intensified by the 
supplanting of tools by machinery. It is found as a matter of 
experience, that a guarantee of political and personal liberty 
does not bring with it industrial independence. 

The social movement is a further step in the development of personal 
liberty, and cannot be understood except we first discover how it fits into 
modern history. To this end it will be well to subject the social struc- 
ture of the fourteenth and the nineteenth centuries to a critical com* 
parison. 

Comparison of Society in the Fourteenth and the Nineteenth 

Centuries. 

Early Period, Modern Period. 

(a) Classes were based on birth (a) Classes are based on property 

and education. and education. 
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The classes recognized were 
Landlords, Clergy, and the Third 
Estate. 



There were imposed upon pro- 
perty certain military, political, 
and judicial duties. 

(b) Industries were many and 
small. Industrial relations con- 
formed to the requirements of 
hand work; human strength and 
skill were the most important pro- 
ductive principle. 

(c) Custom and law ruled prices 
and controlled the relations of 
workmen to each other. 

Business was conducted with 
direct view to the satisfaction of 
wants. 

Ambitions were military and 
clerical. 

(d) Laborers had a fixed place in 
society, enjoyed tenure of employ- 
ment, but had few personal liber- 
ties. 



The Third Estate, having an- 
nulled the peculiar privileges of 
the other classes, has itself broken 
up into the Industrial Classes of 
landlords, laborers, and capitalists. 

The extension of individualism 
has relieved property of all duties 
except the payment of taxes. 

(b) Industries are few and large. 
Industrial relations conform to the 
requirements of machinery; the 
forces of nature are the most im- 
portant productive principle. 

(c) Competition rules prices and 
industrial relations. 

Business is conducted with a 
view to profit. 

Ambitions are political and in- 
dustrial. 

(d) Laborers have no place in 
society fixed by law, have no rights 
in the industry where employed, 
but enjoy personal liberty. 



Mr. Cunningham adds as a further distinction, that the old society was 
moulded by a conscious purpose to realize in business the doctrines of 
Christianity. Cf . Politics and Economics ch. II. The principle of compe- 
tition made its appearance with modern history; was first international; 
but in the latter part of the eighteenth century affected individuals. We 
must also notice the two periods of invention; the textile inventions from 
1770 to.l8(X), and the development of water and railroad facilities for com- 
merce. Cf . Walpole's History of England, vol. I. pp. 50-108. For a study 
of the historical basis of the social movement, the following books will 
be found of advantage : 

Roges, History of Agriculture and Prices; and Six Centuries of Work 
and Wages. Gaskell, The Manufacturing Population of England. 
Held, Zwei Biicher zur Socialen Geschichte Englands. Tuckett, History 
of the Laboring Classes. 

All plans for effecting social and industrial reformation are 
subject to a general classification under two heads, according as 
they are in harmqny with and subordinate to the existing legal 
basis of industries, or as they look toward a change in the law 
of property or in the functions of government. 

A. — Plans in Harmony With the Existing Legal Structure 

OF Industries. 



§ 74. We have fir^st, to consider, in this connection, such 
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measures as originate in legislative enactment or private chari- 
ties. 

1. Under the term factory acts are included all legislation for 
regulating the conditions under which work is done. 

This form of legislation be^an in England and was addressed at first 
to the protection of pauper children engaged in the manufactories; the 
principle was then extended to other workers. Consideration of the 
Factory act of 1878 in England. Factory laws in the United States. Cf. 
von Plener, English Factory Legislation; Jevons, The State in relation 
to Labour; Alfred, The Factory Movement. 

The question of establishing a legal labor-day, which finds considera- 
tion in this connection, depends for its true answer upon the answer to 
the following questions. 

(a) Is it rational, from the standpoint of general well-being, that the 
hours of labor should be curtailed ? 

(b) What effect would such curtailment have upon the quantity and 
quality of goods produced ? 

(c) What effect would it have upon the character and habits of the 
laborers ? 

For an investigation of this question see Report of the Massachusetts 
Bureau of Labor Statistics, 1881. 

2. Poor law legislation declares the attitude of the state 
towards the indigent and unfortunate. 

Conditions of the English poor law; abuses of the administrators of 
the law from 1770 to 1825; reform of the law in 1834. Cf. Fowle, The 
Poor Law; Martineau's History of England, vol. II., pp. 91-98. For Kew 
England Poor Laws, see, N. A. Rev. vol. 106, p. 483. 

3. Some publicists rely upon compulsory education and com- 
pulsory insurance as remedies for all social evils. 

§ 75. We have second to consider such plans for amelioration 
as originate with the workers themselves. All systematic at- 
tempts at self-help have taken place through organization and 
have held in view the attainment of three well dej&ned ends. 

1. Unions or brotherhoods have been formed for the purpose 
of rendering mutual assistance and aid. 

2. Unions of men in trades, and federation of trades-unions, 
have been formed for the purpose of regulating such questions 
as necessarily arise between capitalists and employers. 

(a) It is claimed by some writers that trades-unions are the modem 
representatives of the old guilds; but it seems more accurate to recog- 
nize them as the natural outgrowth of the present order of industrial 
society. To perceive this we must consider the nature and functions of 
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the guilds; the enactment of the Elizabethan labor code; the change in 
industrial relations from 1550 to 1750; the effect of the introduction of 
textile machinery on these relations; the struggle between the journey- 
men and the new class of masters which resulted in the abolition of the 
old protective laws; and the enactment of conspiracy laws. The conse- 
quences of these changes was the rise of secret organizations among 
laborers for purpose of self-protection. Trades-union acts of 1871 and 
1876. Sketch of rise of combination in the United States. Cf. Howell, 
Contiicts of Capital and Labor, ch. II., and Ely, Labor Movement in 
America, ch. III. 

(b) The economic question respecting trades-unions pertains to their 
ability to influence wages. This is denied by those who hold strictly to 
the wage-fund theory as explaining wages. Cf. Cairnes, Some Leading 
Principles of Political Economy, Part II., chs. III. and IV. But a sound 
theory of distribution shows that workmen can, by means of combina- 
tion, secure the higher rather than the lower of the prices rendered pos- 
sible by the state of the market. On the other hand, where competition is 
permitted among the laborers, the Ricardian law is granted its perfect 
working. Cf. Fortnightly Review, June, 1869, p. 690. 

(c) Trades-unions also undertake to regulate the rules of apprentice- 
ship and to guard themselves from the competition of prison labor. Such 
efforts are misapplied. The tendency of the first is to establish exclu- 
siveness in labor which will result in a reduction of the productive capa- 
city of the country; audit is impossible to escape the competition of 
prison labor provided prisoners are permitted to do any useful work. 

(d) Trades-unions must also be considered in their relation to ques- 
tions of social expediency. For their economical and educational im- 
portance, see Ely, chs. lY. and V. 

3. Communistic societies, also, are properly considered in this 
connection, for, while it is true their internal organization fails 
to regulate business relations according to customary economic 
principles, as corporations they fit easily into the existing legal 
structure of modern society. 

(a) These societies, which conform to altruistic rather than egoistic 
principles, have their origin in the same criticism upon existing society 
as socialism and other proposals of radical reform. They cannot be de- 
fined but may be described. Study of the schemes of Baboeuf, Saint- 
Simon, and Fourier. Study of the society of Shakers, Icaria, and others. 
Cf. Ely, French and German Socialism; Nordhoff, Communistic Societies 
in the United States; Shaw, Icaria. 

(b) The interest of the economist extends no farther than to discover 
if these societies may be accepted as models of general social reforma- 
tion. There jire three reasons why they fail to meet the requirements of 
such a service. 

The philosophic criticism upon communism is that it emphasizes the 
principle of fraternity to the exclusion of liberty, and provides a system 
m which nothing but a degraded conception of equality maybe realized. 

The political criticism is that communism stands opposed to nation- 
ality and, consequently, to the historical tendency to Wtards cosmopolitan- 
ism. 
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The economic criticism is that, at the present stage of development of 
altruistic sentiment, we cannot safely exclude from out society the mo- 
tive of self-interest. 

B. — Plans Which Call for Some Change in the Law of Pro- 
perty OR IN Prevailing Industrial Eelations. 

. § 76. Co-operation may be defined as such an organization of 
industry that the services of the middle man and of the personal 
employer can be dispensed with. In this manner it is hoped 
that "profits may be brought to reenforce the wage-fund," and 
that the existing relations of industrial classes may be supplanted 
by an organization of workiiig proprietors. 

1. The co-operative 'principle is broader than the above definition. 
Cf . § 13. It looks for increased product as the result of more economical 
distribution. Cf. Holyoake, chs. I. to VI., also Rae, ch. lY., in which the 
Federalism of Carl Mario is considered. Mutual assurance societies, also, 
are co-operative. Cf. § 75,1. Co-operation has nothing in common with com- 
munism but criticism. It is ii^ harmony with democratic tendencies; holds 
moderate views as to the nature of society; and would retain the prin- 
ciple of competitive action. But we consider here co-operation in its 
technical sense, as a business organization between either purchasers or 
producers of goods. For study of this subject see, Fawcett (b) B. II., 
ch. X.; Holyoake, History of Co-operation; Bernard, Co-operation as a 
Business. 

2. It is the object of distributive co-operation to extinguish the profit 
of middle men and to provide for the purchase of goods at wholesale 
rates. Details of such a business. Success of co-operative stores de- 
pends on cash trade and assured sales; if strictly co-operative they must 
confine their business to ordinary goods; they are of slight importance 
in the solution of the labor problem. 

3. Under productive co-operation we consider productive industries 
owned and managed by the men who find employment in them. De- 
scription of such concerns. Their history is not encouraging; although 
in some particularly favorable industries they have proved durable and 
satisfactory. Yet they are of assistance in settling labor disputes by 
furnishing a rough standard of just remuneration. For description of 
the Co-operative Cooper's Association in Minneapolis, see No. 4, vol. I., of 
the publications of tbe American Economic Association. 

§ 77. Profit Sharing holds in view the same general purpose 
as co-operation, but, unlike co-operation, does not seek to dis- 
pense with the services of a personal employer. It demands 
that the employer, while retaining full control in the manage- 
ment of the business, should share his profits with the workmen 
whom he employs. 
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This theory of organization seems to have sprung from a recognition 
of the essential weakness of co-operation. Description of profit sharing. 
It may be regarded from two points of view. 

(a) A share in profits may be granted as a privilege from the employer 
to the employed, the motive being either philanthropy, or a desire to get 
more careful work out of the workmen. It is thus no modification of 
the wages system, but an addition to it of a system of fees. It may work 

Cwell while the employees of competing industries are in receipt of wages 
only, but if generally adopted its efliciency would be destroyed. The 
history of the English poor laws are pertinent to a study of this phase 
of profit sharing. For experiments in this country see, The Labor 
Problem, edited by Barnes; for European experiments, Taylor's Profit 
Sharing. 

(b) This form of industrial organization may be* demanded by the 
workingmen as a right, an admission of which would ultimately result 
in the establishment of unfamiliar industrial relations. Cf. post § 80. 

78. Socialism can with difficulty be defined for it presents no 
such uniformity as the proposals of social amelioration already 
considered. It may be the best understood if we approach it 
first as a system of economic thought, and second as a plan for 
industrial reorganization. 

Socialism may be regarded as a revolt against the negative 
philosophy of individualism. Cf. § 59. It consists in part of a 
series of denials addressed to the claims of English political 
economy. 

1. Socialism denies the dogma of laissez-faire. 

2. It denies that each person is wholly responsible for his own indus- 
trial success or failure. Cf. Lange*s Arbeiter^age. 

3. It denies that economic relatijons are developed by natural and in 
consequence necessary laws. Cf. Marx, Le Capital, p, 32, note. This 
view is characteristic of Lasalle. Upon this point the Anarchists seem 
to differ from the Socialists. 

4. It refuses to classify men along with machines as productive 
agents. 

5. It refuses to acknowledge the optimism of English Economy which 
hopes for harmony through organized strife. 

But the philosophy of socialism does not rest satisfied with 
criticism, it presents certain positive views which may serve as 
the basis of constructive thought. 

1. It holds society to be organic rather than mechanical, but an or- 
ganism whose development is largely determined by its own conscious 
purpose. 

2. It holds that the economic freedom of the individual must be de- 
termined by the demands of the economic life of the community. 
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3. It holds that the state, as the repository of the coercive principle in 
SQciety, may be properly clothed with powers continually augmenting as 
the interests of society become more and more complex. 

§ 79. The premise from which socialists start in formulating 
their plans for a reorganized society is the claim that competi- 
tive action is responsible for prevalent industrial evils. Seeing 
no way of evading its injurious tendencies or of adequately 
curbing its action, they propose to supplant private manage- 
ment of productive capital by state control. 

The separation of communism, or local organization, from socialism, 
or national organization, took place about 1850. Stated clearly by Louis 
Blanc; accepted by Lasalle and made the basis of his agitation in Ger- 
many. The service of Marx to socialism consists in his explanation of 
the way in which competition "expropriates" the value created by labor. 
The economic question involved in his argument is, whether utility or 
labor determines value. 

Starting from this common criticism, writers upon socialism 
separate into two schools. It is the purpose of the one to 
nationalize land only; it is the purpose of the other to nation- 
alize all of the productive agencies except labor. 

1. Mr. George has attached his name to the former scheme, 
although in working out his theory of amelioration he does not 
follow the pattern set by socialistic writers. There is a certain 
impropriety in classifying his scheme as socialistic. 

Statement of the scheme of ameliorating the condition of mankind 
through modification of the taxing policy. This theory rests upon the 
Eicardian doctrine of rent, and meets with qualified approval from Mr. 
Mill. Cf. Book v., ch. II., § 5. 

Its adequacy to the task assumed, as also its truth as a complete pre- 
sentation of economic doctrine, may be the best considered under the 
following questions: 

(a) Does Mr. George fairly present the doctrine of population ? 

(b) Is his conception of the function of capital and the nature of 
interest correct ? 

(c) Is his theory of the nature of industrial progress and its relation 
to rent tenable ? 

(d) Does the principle of rent apply to other productive agents than 
land ? 

(e) If so, would the confiscation of land-rentals defeat the absorption 
of " unearned increments " by individuals ? 

(f) Or, admitting the limitations imposed upon the principle of rent, 
would the taxing of landed rentals to their full value give free access to 
land? 
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The study suggested by these questions seems to show that the prin- 
ciple of public control over productive property cannot be logfically 
arrested with the confiscation of landed values. Comparison of George 
and Kodbertus, a compendium of whose views are given in Appendix to 
Hyndman*s Historial Basis of Socialism in England. Consideration of 
this theory with reference to city real estates. Its bearing upon the 
question of speculation in land. 

Besides "Progress and Poverty," in which Mr. George ably defends 
his view, see Land and its Rent, by F. A. Walker, and Rae, Contem- 
porary Socialism, ch. IX. 

2. All socialistic plans which are logical and consistent 
throughout extend the principle of nationalization to productive 
property of all sorts. The thought which seems to direct these 
plans is, that industrial liberty cannot be maintained unles men 
enjoy the possession of some sort of industrial property. But 
under competitive society, as at present organized, it is impos- 
sible for many men to attain such ownership; it becomes, there- 
fore, the duty of government to extend its sovereign control 
over all productive agencies and to grant to each man an undi- 
vided interest in the co-operative commonwealth thus estab- 
lished. It is no part of socialism to curtail personal expenditure 
or to interfere with private ownership iu property held for pur- 
poses of enjoyment. 

The plans worked out from this general theory are numerous. Mr* 
Edward Clark suggests a two per cent, tax as the "death-rate tax** or 
"natural rent" of property, endeavorinsr in this manner to correct the 
error in Mr. George's analysis. Cf. Man's Birthright. Mr. Gronlund pro- 
poses to reconstruct the form of political representation so that indus- 
tries rather than districts shall elect the makers and administrators of 
the law. Cf. Modern Socialism. The idea of German Social Democracy 
is to employ the present govermental machinery for the establishment 
of a socialistic state, which explains the political cast of all the pro- 
grams set forth by German Socialists. The best short statement of this 
plan is found in Schaffle's Die Quintessenz des Socialimus. According 
to this plan, all industries would be managed by public officials; money 
would no longer be used; the income of each man would be such a pro- 
portion of the total product as his labor bore to the total labor expended; 
the motive for private accumulation of productive property would be 
* extinguished. 

It is believed that these plans are not adequate to the demands of a 
society which, like the present one, is intensely commercial. An en- 
deavor to force the abdication of Egoism in favor of Altruism would 
probably result in the destruction of our present high grade of industrial 
efficiency. ^N'or do these plans give adequate attention to the truth that 
lies in a proper statement of the law of population. Xor is it conceiva- 
ble that any government could long sustain the weight of such heavy 
responsibilities. 
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§ 80. Our escape from socialism will not be found in a super- 
cilious denial of sincerity on the part of men who advocate it, 
nor in the stubborn refusal to admit the existence of a social 
problem; our only course lies in subjecting industrial relations 
to a deeper analysis than is presented by those who submit such 
plans as the above, and in providing, a remedy for industrial 
grievances in harmony with the spirit of Anglo-Saxon liberties. 

We may deny laissez-faire without admittinj? that all the evils of 
modem industrial society are tracable to competition, or that competi- 
tion in many cases works well. 

The first step in attaining so desirable a result consists in dis- 
tinguishing between the labor question and the monopoly ques- 
tion. The former pertains to the internal organization of indus- 
tries and stands wholly without politics; the latter pertains to 
the relation existing between corporations and the public as 
consumers, and can only be reached by political action. 

The principles underlying the question of monopolies have been 
partly presented in connection with our study upon railroads. Another 
phase of the question pertains to local administration, as in case of gas 
companies, water compani(*s, and street railways. Trade combinations 
also find treatment in this connection. 

See an interesting article by Prof. Hadley In the Quarterly Journal of 
Economics, October, 1886, entitled, ** Private Monopolies and Public 
Eights." 

The second step, holding in view the labor question, is to 
recognize the nature and source of modern industrial power 
which a final analysis of capital discloses. 

The accepted doctrine of capital-building is wholly inadequate to 
explain the phenomena of capital in modern society. Cf. § 20. Prof. 
Sumner well portrays the relation between the growth of capital and 
the advancement of civilization. Cf. Social (^lasses, ch. IV. The ques- 
tion at issue is whether capital is a personal or a social product. If 
recognized as a social product, the manner in which it is now observed 
to distribute itself cantradicts the theory of individualists by which 
they defend the institution of private property. For statement of this ) 
theory see Thiers, De la Propii<5t^. The theory which comes into com- J 
petition with this regards property as a right conferred and granted by 
organized society. Its defense is its necessity; its appropriateness is 
judged by observed results. 

The third step is to recognize that the essence of the doctrine 
of English liberty consists in holding every man responsible for 
the exercise of any power which necessarily touches the lives of 
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large numbers of men. An analysis of industrial relation shows 
that industrial power, which comes with ownership of capital, 
is such a power; it is thus in perfect harmony with the prece- 
dents of English history to demand that irresponsible control 
over capital be curtailed. The realization of this purpose 
would result in the establishment of federation in industries. 

Under Federation in Industries we consider such an organi- 
zation that the benefits of industrial partnership may be secured 
to workingmen while yet the nominal residence of proprietor- 
ship in capital remains with the individual employer. To attain 
this end: 

1. Workingmen within any industry must be organized, and 
their organization must be recognized in the formation of con- 
tracts. 

It is upon this point that the struggle will be likely to take place; for 
both employers and employees see that the question involved is the 
maintenance of the wages system. 

(2) Boards of arbitration must be established in industries 
with jurisdiction over all matters of internal administration. 

For study of arbitration see Weeks* Labor Differences and their Set- 
tlement. Boards of arbitration cannot be successfully established by 
legislative enactment. Some technical questions respecting their organ- 
izations. • Consideration of questions likely to arise in the extension of 
the principle of responsible administration of capital. 

If we contrast the view of the case thus presented with the history 
of the origin of trades unions, (Cf. § 75) we shall see why such unions 
will never pass away until rendered useless by the realization of fed- 
eration in industries. Federation in industries would realize the idea of 
Prof. Jevons, that competition should be "perpendicular" rather than 
"horizontal." 



NOTE OF ADVICE TO SPECIAL STUDENTS. 



Students preparing themselves for special examination on the 
University System, or for examination for advanced degrees, 
may find the following suggestions for a course of reading of 
some advantage. The fundamental principles of English Politi- 
cal Economy should first be mastered, and there is no better 
presentations of these principles than in Mill's Principles of 
Political Economy. The parts of this book which should be 
studied are: Book I., Book II. beginning with chapter XI., and 
Book III. Chapters IX, X, and XI of Book V. may also be 
read with advantage. 

The attention of the student should then be turndfi to the his- 
tory of the development of economic thought, and the article 
on Political Economy by Mr. Ingram, in the Encyclopsedia 
Brittainica, will serve as an admirable guide. Blanqui's History 
of Political Economy may also be consulted with advantage. 
The object of this study is two fold: First, to uncover 
the intimate relation that exists between the develop- 
ment of religious ideas, social regulations and political 
institutions on the one hand, and the changes which 
have taken place in economic doctrines and industrial prac- 
tices on the other. Its second purpose is to bring the mind 
of the student into such a condition that he can enter with a 
judicial spirit upon a critical comparison of conflicting views. 

The historical development of economic thought being mas- 
tered, the student is prepared to consider separately special doc- 
trines. The order in which the topics of investigation should 
be taken up is not of the greatest importance, although there 
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are some adyantages in following, so far as possible, the order 
of their historical presentation. The following topics are sug- 
gested: 

1. The Liberation of Labor. 

Some knowledge of industrial classes is essential to a schol- 
arly appreciation of current economic problems. Upon this 
question the following books may be read: 

"^'ade, History of the Middle and Working Classes, Part I. Howell: 
Conflicts of Capital and Labor, chapters 1 and II. 

Hyndman, Historical Basis of Socialism in England, chapters III to 
VII, inclusive. The importance of this book lies in the historical per- 
spective which it presents, not in the accuracy of its facts. Any 
books upon English history which touch the. transition from feudalism 
and the decay of old relations will throw light upon the question of the 
rise of free labor. 

2. The Mercantile System. 

A special study of this system need extend no farther than to 
learn to appreciate its transitional character. The early society 
did not admit industrial competition; the early years of modern 
society admitted only international competition; in modem 
society we i^alize both international competition and competi- 
tion between persons. 

Roscher, Political Economy, vol. II., Appendix II. 

Cunningham, Politics and Economics, chapters II and III. The pur- 
pose of this reference is to lead to a comparison of the spirit of altru- 
ism in medieval society and the spirit of egoism in early modern society. 
It is possible that Mr. Cunningham has laid too much stress upon the 
religious motive in early society. 

V Mun, England's Treasure by Foreign Trade, 1664. This tract presents 
in clear outline the best phase of the Mercantile doctrine. 

Seeleyj The Expansion of England. Lectures I to VIII inclusive. 
This book gives us one part of the mercantile iheory in its political set- 
ting. It is also interesting because it points out the path by which Eng- 
land will be led to modify (if she ever may be induced to modify) her 
system of free trade. 

3. Doctrine of Wealth and Productive Labor. 

We start with the theory of material wealth found in Mill, 
and the theory of productive labor and productive consumption 
which flows naturally from it. In Hyndman's Historical Basis 
of Socialism, chapter IV, may be found the use which socialists 
make of this theory. 
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^ Bastiat, Harmonies of Political Economy, chapters II and III. The 
peculiarity of this book is that Economy becomes for it the science of ex- 
changes, and "service" takes the place of **wealth." Cf. also criticism upon 
Adam Smith in the introduction to Say's Political Economy. 

Clark, The Philosophy of Wealth, chapter I and II. These chapters, 
while somewhat abstruse are the best presentation in English of the 
true doctrine of wealth. 

4. Doctrine of Popiilatio7i. 

^ Cairnes, Logical Method of Political Economy, Lecture VII. 

Spencer, Principles of Biology, vol. II, Part VI. We find here the sci- 
entific law of increase of animal species. 

1 Bagehot, Economic Studies, Essay on Malthus. This suggests the 
historical significance of the doctrine- 
George, Progress and Poverty, Book II. The student should precede 
the reading of these chapters by a glance at the introduction, for in this 
manner he will be enabled to understand the importance of the Malthu- 
sean doctrine in all discussions pertaining to poverty. 

Mr. Carey in his Principles of Social Science, opposes the doctrine. His 
reasons may be learned by following the citations given in the index, 
. under Malthus and Malthuseanism. 

Bonar, Malthus and his Work. 

5. Doctrine of Bent 

[ 
Cairnes, Logical Method of Political Economy. Lecture VIII. ' 

Kicardo, On the Principles of Political Economy and Taxation, chs. 
n., in. andX. 

Mr. Carey also denies the truth of this doctrine. Cf . citations in index. 

George, Progress and Poverty. Books IV. and V. 

The student may learn from this book the use made of the doctrine 
of rent in social discussions. 

6. Doctrine of Utility and Value, 

For a mastery of this difl&cult subject it will be necessary to 
classify the opinions of economists respecting it. 

(a) The theory which explains exchanges in the language of supply 
and demand. 

. Kicardo, On the Principles of Political Economy and Taxation, ch. I. 

;^ Cairnes, Some Leading Principles of Political Economy, Part I. 

In these two references we find the original statement of the doctrine, 
[and the refinement of this statement by the best of modern English 
[economists. 

(b) The theory which refers value to the obstructions interposed by 
lature to the satisfaction of wants. This view may be the best traced 

in Carey's Principles of Social Science by referring to the index under 
Ihe words value and wealth. 

(c) The theory which holds that utility and value are inseparable and 
"lich expends its ej^^rgyyjgr analysis in a stu<Jyj-of utility. 
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Jevons, Theory of Political Economy, chs. I. to IV. inclusive. 
Clark, The Philosophy of Wealth, chs. Y. and VI. 

7. The Theory of Capital. 

We find the best presentation of the doctrine generally accepted in 
Mill's Political Economy. 

George, Progress and Poverty, Book II. 

i Hawley, Capital and Population, chs. I. to V. inclusive. 

These books present criticisms upon the English statements respect- 
ing capital. 

Jevons, Theory of Political Economy, ch. VII. 

We find here the ausrgestion of a truer theory. It would be well also 
to formulate Carey's idea of capital, studying by means of the index. 

8. Method in Political Economy. 

J' Cairnes, Logical Method in Political Economy, Lectures II. to V. in- 
clusive. 

^ Cairnes, Essays in Political Economy, Essay VIII. 

This essay is a critical analysis of the views of M. Comte, with whicli 
the student has become familiar in Mr. Ingram's article. 

J Prof. Smith's article on Methods of Investigation in Political Econ- 
omy, in Science Economic Discussion, presents the views of the histori- 
cal school. Cf. also Wagner on the Present State of Political Economy 
^ in the Quarterly Journal of Economics, October, 1886. 

Jevons, Theory of Political Economy, chs. I. and II. 

This book presents what is termed the mathematical theory of Politi- 
cal Economy. 

For other special topics, and for a further study of Unsettled 
Problems, adequate suggestions may be found in the text of the 
Outline. 



LIST OF AUTHORITIES. 



Adams, C. F.— Railroads, Their Origin and Problems. 1880. 

Alfred, .—The History of the Factory Movement. 1857. 

Atkinson, EDWARD—Distribution of Products. 1885. 
Bagkiiot, AVALTER-(a) Economic Studies. 188(). 

(b) Lombard Street. 1876. 
Barnes, W. E. (editor) -The Labor Problem. 1886. 
BoNAR, James— Malthus and His Work. 18S5. 
PjASTIAT, Fr.— (a) Harmonies of Political Economy. 1860. 

(b) Sophisms of Protection. 
Blanqui, A.— Historie de r^conomie Politique. 1860. Translated 1880. 
BowEN, Francis— American Political Economy. 1859. 
Brassey, Thomas— On Work and Wajjes. 1874. 
Brentano.— On the History and Development of Guilds, and the Origin 

of Trade Unions. 
Byles. John Barnard— Sophisms of Free Trade. 1872. 
Cairnes, J. E.— (a) The Character and Logical Method of Political 

Economy. (Reprint. 1875). 

(b) Some Leading Principles of Political Economy 

Newly Expounded. (Reprint. 1874). 

(c) Essays in Political Economy Theoretical and Applied. 

1873. 
Carey, H. C— (a) Principles of Social Science. 3 vols. 1877. 

(b) Harmony of Interests. 1868. 
Chalmers, TiiOMAS—On Political Economy, in Connection with the 

Moral State and Moral Prospects of Society. 

1832. 

Clark, E. H.— Man's Birthright, or the Higher Law of Property. 1886. 

Clark, J. B.- The Philosophy of Wealth. 1886. 

CONTZEN, Heinrioh— Geschlchte der socialen Frage. 1877. 

CossA, LuiGi— Guide to the Study of Political Economy. Translated 

from the Italian. 1880. 
6 



\ 



I 



82 List of Authorities, 

Cunningham, W.— (a) The Growth of English Industries and Com- 
merce. 1882. 
(b) Politics and Economics. 1885. 
Davidson, E.— The Railways of India. 1868. 
Ely, R. T.~(a) French and German Socialism in Modern Times. 1883. 

(b) The Labor Movement in America. 1886. 
Fawcett, Henry— (a) Manual of Political Economy. 1874. 

(b) Free Trade and Protection. 1878. 

(c) The Economic Position of the British Laborer. 

1865. 
Francis, John— A History of the English Railways. 2 vols. 1851. 
Garnier, Joseph— Traits d'jfeconomie Politique. 
Gaskell— The Manufacturing Population of England. 
George, Henry— Progress and Poverty. 1880. 
Goshen, George J.— The Theory of the Foreign Exchanges. 1876. 
Grosvenor, W. M.— Does Protection Protect ? 1871. 
Gronlund, L.— The Co-operative Commonwealth: An Exposition of 

Modern Socialism. 1884. 
Hadley, Arthur T.— Railroad Transportation, its History and its 

Laws. 1885. 
Hawley, Fredrick B.— Capital and Population. 1882. 
Held, Adelf — Zwei Biicher zur Socialen Lesctrichte Englands. 
Holland, T. E.— Principles of Jurisprudence. 1880. 
HoLYOAKE, George Jacob— The History of Co-operation. 1875. 
Howell, George— The Conflicts of Capital and Labor. 1878. 
Hudson, J. F.— The Railways and the Republic. 1886. 
Hyndman, H. M.— The Historical Basis of Socialism in England. 
Ingram, John K.— Article on Political Economy in Encyclopsedia Brit- 

annica. Ninth edition. 
Jevons, W. Stanley— (a) Theory of Political Economy. 1871. 

(b) Money and the Mechanism of Exchange. 

1876. 

(c) The State in Relation to Labor. 1882. 
Ka^ufmann, M.— Socialism. 1874. 

Knies, Karl— Die politische Oekonomie vom Standpunkte der ge- 

schichtlichen Methode. 1853. 
DE Laveleye, ;6mile — Le March6 Mon^taire. 1865. 
Leslie, Cliffe— Land Tenures in Europe. 1870. 
LiDERMANN. H. R.— Mouey and Legal Tender in the United States. 1878. 
Laughlin, L.— The History of Bi-metalism in the United States. 1886 
Marshall, A. and M. P.— Economics of Industry. 1885. 
MACLEOD, Henry Dunning— The Elements of Banking. 1877. 



/ / 



List of Authorities, 83 

Malthus, T. R.— Essay on the Principles of Population. 1798 and 1803. 

Mabx, Karl— Das Kapital. Translated by F. Engels. 

Mehring, Franz— Die Deutsche Socialdemokratie. 1878. 

NiCHOLLS, Geo.— A history of the English Poor Laws, 2 vols. 1854. 

Nicholson, J. S.— The Effects of Machinery on Wages. 1878. 

NoBDHOFF, Charles— Communistic Societies of the United States. 1875 

Notes, J. H.— History of American Socialism. 1870. 

OvERSTONE,— Tracts on Metallic and Paper Currency. 1858. 

Perry, Arthur Latham— Elements of Political Economy. 1876. 

Price, Bonamy— (a) Practical Economy* 1878. 

(b) Currency and Banking. 1876. 

Yon Plener,— The English Factory Legislation. 1873. 

Bae, John— Contemporary Socialism. 1884. 

Reports of the Comptroller of the Currency for 1875 and 1876.. 

Report on Customs-Tariff Legislation of the United States. 1874. 

Reports on the Internal Commerce of the United States. 1879 and 1880. 

Report on the State of Labor in Europe. 1879. 

Report on Labor in Europe and America. 1875. 

Reports from Consuls of the United States on the Credit and Trade Sys- 
tems of the World. 1884. 

BiCARDO, David— On the Principles of Political Economy and Taxation. 

1819. 

RiCARDs,— Population and Capital. 

Rodbertus-Jagetzow— Zur Beleuchtung der Socialen Frage. 1875. 

Rogers, James E. Thorold— (a) A History of Agriculture and Prices. 

4 vols. 

(b) Six Centuries of Work and Wages. 1884. 

Roscher, Wilhelm— Grundlagen der Nationalokonomie, thirteenth edi- 
tion, 1877. Translated, 1878. 

Tuckett— History of the Laboring Classes. 2 vols. 

Say, J. B.— Traits d' [fcconomie Politique. . 1826. 

Schaffle, a.— Die Quintessenz des Socialismus. 1878. 

Seligma;n, E. R. A.— Two Chapters on the Mediaeval Guilds of England, 

Shaw, Albert — Icaria. A Social-Science Experiment. 

SiDGWiCK, Henry— The Principles of Political Economy. 1883. 

Smith, Adam— Wealth of ^^^^tf^. (first) 1776. 

Smith, E. P.— A Manual of J^Mcal Economy. 1873. 

Spencer Herbert— Principles of Biology. 

Steuart, James— An Inquiry into the Principles of Political Economy. 

1770. 
Sumner, W. G.— (a) History of American Currency. 1876. 

(b) Protection in the United States. 1877. 

(c; What Social Classes Owe to Each Other. 



'•-■ 



